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Introduction 


This proposed marketing agreement and proposed order relative to 
the regulating of the handling of milk in the Kansas City, Missouri, 
Marketing Area has for its purpose. the increasing of returns to pro- 
ducers in accordance with the policy of the Agricultural Adjustment Act, 
as amended. It is thought that this increase to the producers can be 
obtained mainly through the more efficient and stabilized marketing 
conditions created by the provisions of this proposed marketing agree- 
ment and proposed order. The main provisions are as follows: 


lL. The classification of milk into three types of uses. 


©. The fixing of the price for one class. and the method 
for fixing the price for .the other two classes. 


3. The equitable apportionment of the proceeds of milk 
to all producers by the pooling of all proceeds of 
milk of all handlers and the payment to producers 
according to a base-rating plan. 
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: ! ) PART I 


‘The Eoonomic Emergency with Respect to Milk Producers 
in the States which Supply Milk to the 
Kansas City, Missouri, Marketing Area 


The milk supply of the Kansas City Marketing Area is produced in 
‘ two States, iissouri and Konsns, 1/ 


From 1929 to’ 1933 the prices 2/ received by farmers in these 
States for milk sold wholesnle declined steadily. (See Table 1.) In 
1933 the average farm price of milk sold wholesale was 50.7 percent and 
41.9 percent lower than in 19°99 in Missouri and Kansas, respectively. 
While prices received by farmers for milk, sold at wholesale in these 
States declined in “this way, the prices paid by farmers for commodities 
bought declined to a much lesser extent, the index of such prices 
drooping from 164.7 (1910-1914 = 100) in 1929 to 115.7 in 1933, a 
decline of only 29,8 percent, .(Sce Table 1.) Thus thcre was a marked 
decline in the purchasing power of milk gold wholesale by farmers during 
the period 1929 to 193% since the farm price of milk sold wholesale 
declined more rapidly And to » greater extent than the prices paid by 
farmers for commodities bought. 


Between 1929 and 1933 the gross income from milk produced on 
farms 3/ dropped 45.6 percent in’ the United States, 48.3 percent in 
Missouri, and 47.5 percent in Kansas. (See Table 2.) 


Cash income from dairy products sold from farms 4/ during this 
same period dropped 46.5 percent in the United States, 49.0 percent in 
Missouri, and 47.6 percent in Karisas. (See Table 3,) — 

The foregoing facts and considerations demonstrate conclusively 
that, in the two States which supply milk to the Kansas City, Missouri, 
market, during the period 1929 to 1933 there was a marked decline in 

= (1) the prices received by producers for milk sold wholesale, (2) the 
purchasing power of such milk, (3) the gross income from milk produced 
on farms, and (4) the cnsh income from dairy products sold from farms. 


1/ For details with respect to the proportion of the total supply of 
milk-for Kansas Oity which is furnished by each=State, -see Fart TV; 

2/ It can be seen in Figure 1/ (p.23) that the prices paid for milk in these 
two States in 19.°9 were not abnormally high, 

3/ Calculated by multiplying the estimated quantity of milk produced 
less milk fed to cnlves by the avernge value per 100 pounds. It 
includes the vnlue of milk, cream, and butter consumed in the 
household on the fnrms where produced, 

4/ Computed by adding together the estimates of receipts from sales 

a of milk, cream, butterfat, and butter. The income from sales of 
dairy cattle and calves is not included. 
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Table 1, Index of prices paid by farmers for commodities bought 
«nd wholesale farm price of milk per hundredweight in 
Kensas and Missouri end percent, decline since 19<9. 


Index of , Farm " Percent: Farm : Percent 
“prices WY Uprice« > "iidecline : price : decline 
pala by. ¢ of milk ' gince fof ‘ilies Since 
;farmers ‘ sold ' 1929 LMSO kde oe ‘- 1929 
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Year © ‘modities : per Pa ok ae Me 
and ‘bought ' fondred- | hundred+ 
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' taxes ; Kansas’: : | . Missouri 
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Table 2, Gross..income from milk produced on farms in the United 


States and in specified States suoplying milk to the 
Kansas City Marketing Area, and percentage decline 
from 1929, in such gross income, 1929--1934, 


on United States ‘pee arene ‘ “Miss uri i 

‘Percent : ‘Percent : ‘ Percent 

' “decline ‘decline « ; ‘ decline 
Year :Gross Income ‘from : Gross income: from ‘Gross income ‘ from 
is bad. 1929 a 1929 (1999 

; 1,000 2 aerele\c) ; sare L000 

; dollars. | Percent: dollars : Percent } dollars ‘ Percent 
Bahay 302,583 Vik sia BSS Ate iin) | S BET STI cig 
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Eee el) 614,594 oo. Wehr 36, Cate) 3021.1 ptd4; 720 Wi hs 
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ee 269 Hoek eG te 28 SVE ee 27.5. PL Ba, 280 ae 
ee ete 421 (26eCR See ee 31, SACOM be 413 8) BB, A12 in Ae 
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Year ‘Cash income 
<7, pe ee LOUCKS: Fe 
» dollars 


Compiled from reports of the Buresu of Agricultural Economics, 


Cash income from deiry products sold Irom fanus 
in the United States and in specified States 
supplying milk to the Kenses City Marketing 
Area, and percentege decline from.1929, in such 
cash income, 1929~1934, 


; United States 
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The. condition of milk producers in the United States and in. these 

States had improved somewnat in 1934 and ‘1935. But in 1934 gross 

me from milk produced on farms in the United Str Haeiwes) $t111/138.8 
rcont below that of 1929, while in Kensas aid Missouri it was 41.3 
Cont cnd 42.1 percont, respectively, below the 1929 level, The far 

x8 of milk sold wholesale in 1945 in Kansas and. Missouri aver peel 

y $1.50.and $1.58 por hundredweight in 1935, which are still much 
Low those received in 1929, Thus tho- dairy - ee rssin this areca have! 
4% been fully relieved, ond a ‘continuance On o ae pal a Cnua Teac 
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The Importence of Daay Farming as en Agricultural Enterprise . 
in the United States and in the Stetes Supplying Milk to the |. 
$ Kanses City, Missouri, Marketing Area 


Some indication of the importance of.milk production as an agr. 
cultural enterprise in the United States and in the two States, Missouri 
and Kenses, which supply milk to the Kansas City Marketing, Area is given ; 
in Table 4.. (Sec also Part VIII:) —o 


This table shows that the sale of dairy products supplied 18.0 
percent of farmers! cash income in the United States in 1929, 22.6 per 
Cine 4m 1932, and 17.8 percent in 1934, 


In Missouri the sales of dairy products supplied 20.8 percent of 
tecmers! cash income ‘in 1929, 17.0 percent in 1932, and 15,1 percentea® 
1934.. In Kensas the sales of dairy products supplied 10.2 percent of 
farmers’ cash income in 1929, 15.6 percent in.1932, and llel. peresntea 
1934. Regional differences in the importance of dairying in the area 
about Kansas City are indicated by tne fect that the percent of the 
toms of dairy type 5/ varies from 1.8 percent in Platte County, : 
Missouri, to as high as 17.6 percent in Jackson County, Missouri. Table 
2l shows this figure for each of the six Kansas counties and the eight 
Missouri counties which supply milk to the Kanses City, Missouri, market. 
On an average, nearly 10 percent of the ferms have over 40 percent of 
‘their income from dairy products, including the sale of dairy cows and 
heifers. 


The foregoing facts and considerntions demonstrate that daity 
farming is an important agricultural enterprise in Missouri and Kansas, 
and that activity pointed toward the enhancement of prices to Kansas 

and Missouri producers who supply milk to Kansas City is warranted ond 
Bee seasry to effectuate the policy of Congress as stated in the Agricul 
tural Adjustment Act. aes 
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5/ Farms ere classified into types by the Census of Agriculture For 
1950 on the basis of the source of their income from farm products 
Sold, traded, or used by the operator's fomily. In this classifica 
tion dairy farms must have over 40 percent of their income from ! 
milk, cream, butterfat, butter and dairy cows, and calves, 
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PART III” 


Comparison of the Prices: Specified in the Proposed Marketing 

Agreement .and- proposed Order for the: Kensas, City, Missouri, 

Marke ting Arca with Parity Prices for Milk in the Kansas City, 
Missouri, Marke ‘ting Arca 


1 


Me Section 2 of the Agricultural Adjustment: Act, aS msmended, States 
that it is the declared policy of Congress:"(1) Through the exercise of 
the powers conferre@.upon the Secreta ry of Agriculture under this title, 
to establish and maintain such Dyan oe ‘between the production and con- 
sumption of agricultural cornmodities, nd such marketing conditions 
therefor, as will reestablish ae te farniers at a level that will igive 
agricultural commodities a purchasing power with respect to artickes that 
farmers buy, equivelent to the parchesing yower of agricultural commodi- 
ties in the, base period; and, in the case of all commodities for which 
the base period is the pre-war period, Ausust 1909 to July 1914, will 
also reflect current interest payments: per acre on farm indebtedness 

» Securcd by real estate and tax paymonts per acre on farm real estate wae 
contrasted with such interest payments: snd tax’ payments during the. base 
period. The base period in the cese-of all agricultural commodities, 
except tobacco end potatoes, shall. be the pre-war period, August 1909 to 
July L914 In the case of tobacco’ and potatoes, the base seer shall 
be the ee period, August 1919 tomiuly lags eae ." 


In section 8c: of the Agriculturel Adjustment Act, es amended, it 
is provided that "In connection with the making of any marketing agreo- 
ment:or the issuance of any order, if the Secretary finds and pro.claims 
that, as to any commodity specificd in such marketing agrecment or 

-order, the purchasing powers during the base period specified for such 
commodity, in. section 2 of, this title cannot be satisfactorily determined 
from available stn HLETL CS’ Of tne Department of Agriculture, the “base 
period, for the purposes of such marketing agreement or-order, shall De 
the post-war period, August 1919 to July 1929, or all that portion 
thereof for which the Sccretary finds and Pea clhiins that the purchasing 

power of such commodity can be satisfactorily detcrmined from available 

‘statistics of -the-Department of Agriculture." 


._ In the case of milk produced for sale in the Kansas City Market= 

ing Area; available statistics in the United States Department of 9% 
Agriculture 1 with respect to the August 1909 to July 1914 base period a 
inadequate for the proper determination of en August 1909 to July loti 
Dase period: price for milk. Parity prices for milk sold by producers 

‘to handlers. in the Kansas Gity Marketing Area have been dotermined, 
therefore, from aveilable statistics in the Department of agriculture 
with respect to the period August 1919-— July 1929, inclusive, The 


a ee 


rity prices so determined are shown in Table 5, and indicate that the 
‘1ccS Specified in the proposed: marketing: agreement and proposed order 
xr the Kansas City Morketing Arca are within the parity price limits 
Set by the Agricultural Adjustment Act, as smended. As of February 1936, 
the latest dste for which figures are available, the parity price fete 
eity for Class I milk containing 3.7 percent of butterfat as detormincd 
Mid the Kansas City Momo ne Area was Bs 46 per hundredweight. 
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PART TV 


Character of the Commerce in Milk in the 
Kansas City, Missouri, Marketing Area 


The Kansas City, Missouri, Merketing Aren;*situated on the 
boundary line between the States of Kerises md-Missouri, has, as would 
be expected, much interstate commerce in the fluid‘milk industry. “Miik 
is supplied for the marketing area from both States, and handlers 
operating in the area sell milk in both States. In addition, some 
handlers handling milk which docs not cross State lines mingle such 
milk with milk which has crossed State lines. 


The Bureau of Rseilway Economics reported in 1933 that 14,5505 72 
pounds of milk and cream were shipped into the Kansas City, Missouri, 
market in interstate commerce. The milk and croom originated in the 
eight States of Alabama, Colorado, Iowa, Kenses, Minnesota, Nebraska, 
Oklahoma, and Texas. Cheese, butter, and evaporated or condensed milk 
were Shipped into this arena in large quotitics in interstate commerce. 
Eveporated milk was shipped in from as far west as California and cheese 
from as far east as Massachusctts. 


Shipments from the Kansas City milk shed in 1933 were also reported 
by the Bure of Reilway Economics, They smounted to 1,352,823 pounds 
of milk end cream ond over 18 million pounds of butter, cheese, ame 
eveporated end condensed milk. (See Treble 6.) 


The milk for fluid use in the marketing area is produced in the 
counties of Johnson, Miami, Wyandotte, end Douglas in Kansas, and the 
counties of Platte, Clay, Ray, Lafayette, Johnson, Jackson, Cass, and 
Bates in Missouri. All of the fluid cream used as sweet cream in the 
marketing erea is also produced in these seme counties. (See Figure 2, 
p. +6.) 


pone iden of the extent of interstate commerce in milk in the 
market is also disclosed in the report of the market administrator for 
the period in which there has been a Federal license in operation in the | 
Marketing area. During the history of the Federal program many changes 
have been made in the number of handlers who were required to report and 
also a change in the definition of the marketing area. Hence in order te 
determine approximately the smount of milk which was handled during the 
period of the License in the marketing area as now defined, an cstinate 
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was made by adding to the current re sports made by handlers the «mount of 
milk handled by handlers who did not report and subtrecting that milk 
which wes reported by hendlers wno are not now required to report due to he | 
the change. in the definition of the marketing area. .The adjustnents 

were made on the besis of the reports made by hendlors in previous periods, 


During the year 1935 there were purcnascd by handlers in the Kansas 
City, Missouri, Merkcting Area 132,825,000 pounds of milk. Of tnie 
amount $7,702,000 pounds, or 28.4 percent, was produced in the Strate of 
KeonsAs Le 95,128,000 pounds, or 71.6 percent, in the State of Missoumay 
(ee Mabla Ye) 


Some handlors purchasing milk from producers purcnased milk ivon 
Producers locrted in Missouri as well as from producers located in 
Kensas. In the marketing arca it has becn the custom to bring all cage 
to the market for pestcurization as fluid milk. Hence, these handlers I 
actually mixed milk purchased in Missouri with milk which hed crossed 
Stete lines, The purchases of such handlers from producers in Missouri 
emounted to 20,148,000 pounds, or 15.2 percent, of all the nilk in the 
nerketing areca and 21.2 percent of all the nilk produced in the Strte of 
Missouri for salo.in) the narketing arcana, 


Included in the total estimated milk in the marketing area was 
the milk produced snd distributed by producers. ate are over 200 of 
Such producer-hendlers who handled 57,984,000 pounds, 43.6 percent of 
the milk in the merket. 19,776,000 pounds of milk,or “ta reo porcent ‘oF 
all tne milk in the merket, was produced by 81 such producer-handlers in 
Kenses and sold in the narke ting Oren. 


He 


Taus, of all the milk-in the marketing aren 46,6 percent crosses 
State lines on its route to market or is acturlly mixcd with milk which 
has crossed State lines. Some handlers purchesing milk fron Missouri 
producers sell milk as fluid milk, aa or other dairy products in 
other Stetus end in this way are engaged in interstate commerce. 


Some milk produced in the Strte of Missouri never lesves the 
State nor comes in physicel contect with milk which hes decn produced 
in other Stetcs or with milk waich is produccé for ‘srle in other Str teste 
But tne economic bounderics of a marketing aron herve no relstion to the 
politicel boundaries, end the provisions of - marketing cereencnt md 
order sre bascd om economic boundaries and not those cstablished by 
Civil subdivisions. 


Section. Gc (1) Gt the Agricul turel Adjustment Act, «8 amended, 
provides that; "The Secretary of Agriculture snall, subject to the " £6 
provisions of this section, Hecke Che from tine to tine snend, orders 
applicnble to processors, associntions of producers, «end others 
engaged in the handling of any ae¢riculturel commodity or product there- 


Al specified in subsection (2) of ‘tunis syction,- Such persons are 


it 
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referred to in this title as ‘handlers! , Such orders ‘shall regulate; in ‘ 
bhe” panne? Nereinarter,1n. this socbidn provided, only such herdling of © 
such agriculturrl papell or product "thercor, as 18 in the’ CurprenGio. "% 


interstate or forcign cormerce, or which airectly burdens, oDStruchemsor 
prices, sinterstate. ox fore ecommerce im.such. commodity or product aero — 
Ot a : a a My AD ‘- 


+ 
Section Se (5) (A) of the Agricultur:] Adjustment Act, as anended, 
States that? "In the case of nilk‘and its products, orders issued) pur= 4 
urmnt to this section shall contrin one or more of the following terms 4 j 
end conditions, end (except ss provided in subsection O'te)) no. others: 
“"CA) Classifying nilk in accordsnce with the form in which, 


or the purpose for which, it is used, ond fixing, or providing a 
method for -fixing,.mininum prices for,ench such use classitication 
‘wWnich’ all hendlers shall pay, end the time when payments shall Be , 
tede, for milk purchased ‘from producers Gr wecociayiene oF i 
producers. Such prices shall be uniform cs to all Handlere a -an i 
ject. ionly.to iréjustments for (1) volune,) marke t, and production 
-agiffcrentisls. customerily applicd by the handlers subject to such 
OPCCTs, ‘a bats grade or quality of the milk purchased, and (@) 
the locrtions st waich delivery of such milk, or any use classifi- 
eetion the reor, is mrde to such handbexys." 


ey 


Ren 


It hes becn shown that prices received by ee a wno produce 
‘milk for srle an the Emnsas City, Missouri) Marketing Arec are below tne 
prrity prices waich it is-declared to be the policy of Ceneetise to “8 
Sccuro,for orocuccrs of nericultur. | Gite ee cs, Furthermore, the 
prices spv-cificd in the proposcd tisrketing cgreement and proposed order 


are higner then: producers: would ureceive. if tne Fedoralwlicense nowae 
effect were discontinued snd no urrketing egreement or order made effect- 
AVC 

AS Was pointed out before ,~much of the milk in-the Kansas City, 


Missouri , Marke ting Area eitner moves across State lines as- milk or 
cream, or becomes mixec with milk which has crossed State dines. The 
question as to the degree to waich the regulation of commerce in milk : ‘ 
Spec eae te in. the proposed marketing agreement and proposed order 
must be extended to the handling of milk that does not move across State 
lines or does not become mingled with the milk which has moved across 
State lines obviously depends wpon the extent to which the handling of 
Such milk burdens, obstructs, or affects the interstate cominerce in milk 
in, the Kansas City, Missouri, Marketing Area. 


The proposed marke ting &jreement and proposed order f4xes ‘the 
prices wnich handlers shall pay for milk purchased from producers or 


7 


associations of producers, and the. prices.fixed are considerably higher 


— eee 


than tnose that would prevail if ‘there were no Federel license in effect 
and there were no marketing agreement or order in effect. If prices 

were fixed with respect to that milk waica moves across State lines or 
becomes mingled with milk which has moved across State lines, and were 
not fixed for milk that did not move across Stete lines or become 
mingled therewith, it would be impossible for any marketing agreement and 


. order to raise prices to producers and to effectuate the policy of 
Congress. as Stated in the Agricultural Adjustment Act. 


S 


fee ne ronson, for this is thet; with prices fixed by the marketing 
agreement and order for some milk,: above what would be the case other- 


t Fy 


wise, it would be to the interest of handlers to change their sources of 
Supply in order to procure milk with respect to which prices.were not 
-tixed,.i.e., milk wot moving atross State lines or becoming mingled 


therewith, which would probably sell at: prices lowér than the nigh level 


of prices sét in the proposed marketing agreoment and proposed order. 


This is especially so under the plan sect up in the proposed marketing 
agreement and proposed order in which some of the surplus is spread 
over all producers. A handler buying milk in Missouri only could buy 
milk at a, price which handlers complying with the marketing agreement 
end ordcr would be paying their producers, which would be..a combination 
Of fluid price ond excess price, but sell all Nei? milkoag. sluid milk. 
In this way they would receive some milk at excess prices even though 
they sold it as fluid milk at fluid milk prices. ‘Thus, not only would 
a larger volume of milk moving across Stete lines or becoming mingled 
therewith be seld nt excess prices, but the prices received by farmers 


in othor Strtcs would be lowered and some of them would probably be 


left without ony mrrket for their milk, 


Tt is obvious that the compotition between milk from ditrerenv 
sources would bring sbout tho results sect forth in the preceding parea- 
ereph. Hendlers who handle milk in the Krnses City, Missouri, Market- 
ing Area have not priced milk differently to different producers: 10 


the prst in accordance with the State of origin of the milk. Thus, 


except for location edjustments which apply to ell producers and waich 
are dotormined on the basis of the distrnce the milk producer is from 
the mariet end not on the brsis of. the Strte in which the producer 
resides, this srme plon is proposed in the proposed marketing sgreement 
and proposed order. Tac principal cooperetive in the market has made 

no distinction between milk produced in differcnt Stetes in its bergai ne 
ing with hendlers, The prices to be peid its producers by handlers are 
quoted on the besis of miles from: the marketing erea and not by States. 


The forcgoing fects md considerations demonstrate conclusively 
Prati cr of the milk handled in the Kansas City, Missouri,,. Marketing 
Area actually moves :cross Stete lines or’is directly mingled with milk 
wnich has moved scross Strte Tines/’end that, in order to regulate the 
handling of such milk so *s to effectuate the polity of Congress as 
stated in the Agricultural Adjustment Act, the hendling Of el other 
milk waich is handlcd in the mrrketing nren must also be regulated in 


the same manner, 


a se 
PART LY: 


The Classificetion and Prices of Milk Provided by the 
Proposed Marketing Agreement and Proposed Order 


A general discussion. of the price structure for milk is set forth 
in Technical Paper No.. 1, publisned by the Dairy Section of. the Agricul= 
tural Adjustment Administration. 6/ In this paper it is show that the 
classified price plsen of selling milk to distributors develops from the 
competition among distributors to secure an even supply of milk, or, 
rather, a supply of milk that is closely related to such distributors 
requirements. for milk for their fluid milk trade. This paper also shows 
how differences in (1) costs.of trensporting a amit of milkyin, Sloe 
form and the product equivalent of q unit of fluid milk, and (2) varying 

Sanitation requirements applicable to milk produced for fluid use and 
milk produced for use in manufa ictured. dairy products, afféct the differ— 
ential between the price of milk used. for different voaro Soe 


rae) 


A. Prowietnne of the proposed marke ting agreement and proposed 
: order. 


Thnee ielasses ot mi Le are ‘specified in tae proposed marke ting 


agreement and proposed order, namely: 
Class I. - all milk sold or distributed for consumption as 
mikes 


« 


Class II — all milk used by handlers to produce cream (for 
consumption as cream), flavored milk, creamed 
cottage cheese, and creamed buttermilk, 
provided that the milk from which only the 
skimmed milk is used in the production of the 
above products shall not be ineluded as Class 
Elem let tard 


Class III’ -‘all. milk sold, distributed, or used in excess 
of Class *Twand) Class RL. 


The area supplying milk to the Kansas City, Missouri, Market-— 
‘ing arca is a surplus area, i.e., more than enough milk is produced in the 
area than is necessary to meet the demand for fluid milk and cream in 
the marketing area. Hence, more than two classes of milk are necessary 


6/ at W.é Gawmitz and Os My Reed, ‘The Price structure for Milk, 
Technical Paper Now. dy Daizy Section, Lae Puaigy Unica rate, 
(Appendix A.) 


in order that the market will have enough milk to take care of the daily 
Piaevuations in the need for -Chacs 7 end Ilvmilk. _This/excess milk, 
even though of sufficiently high quality to be used as Class I and 
Class-II, must compete for a market in which a lower quality of milk can 
be used. : 

The classification and prices provided in .the proposed mar- 
keting agreement and proposed order relative to milk produced for sale 
in the marketing area appear reasonable in light of the facts tnat are 
available relative to supply and demand conditions and to the sales and 
uses of milk in the Kansas City, Missouri, Marketing Area. Such facts 
are ‘sot forth “in ‘debail iméthe following discussion... 


Bo Use classification, 


Classification of milk according to use has been an estab- 
lished practice in the marketing areca since 1941, at which time there were 
four classes of milk established: 


Class In = “thuid- mile sales; 
Class 29 /-“ ai Teo mused foreplmidvcrenn, 


Class 3 “milk used ‘in manufacturing equal to remainder 
ofrthe vaccum lice and 


Chadds 94 Oo! tal) anil tover asic milk, 


This classificrtion plan was obviously closely related to a base 

surplus plen in effect in the market. There wore actually onzyeticee. ae 
classes of milk eccording to the use made gf the milk, namely, C1. 
uscd for fluid milk, (2) milk used for fluid cream, and (3) all other 
milk. These Seino three classes of milk were adopted in the Federal 
license which was meade effective March 16, 1934, The essentials Ons 
these semo classes, with some amendments, have continued in effect since 
that date end are provided for in the proposed marketing agreement ond 
proposed order. 


Wilk sold for fluid consumption in the Kensas City, Missouri, 
Marketing Area must meet rigid health steand-rds and must be produced 
under conditions which conform to the quality standards laid down by 
the Kanses City health authorities. (Sec Part VII) Wot only must such 
milk be of these high quality standards but it must have certain other 
Characteristics of production. Jt must be of a feirly even supply to 
meet the even demrnd for it beceuse fluid milk cannot be. Stored ass can 
other driry products. It-must be mroduced near the market-so that it 
is ensily sveilable to the market in all kinds ety Werther and. also 
because of the expense of transporting milk Pong distances, |. Tnaese 
cheractoristics justify classifying such milk separctely as Class I. 


a POS 


Milk sold for consumption as efehm must also be produccd under 
surict sonitation. rogul: yer md must mect high quality standards set up 2. 
by the health esutt lOFL TLCS. -However, cream cm be stored for short periods ; 
of time without det: riorr iting ond, hence, need not be producod  inigquite 
so even a supply as is necded for fluidimilk. It cenvalso be “prodieeaea: Z 


longer distances from the market. The health requirements state also 

that "milk or cre used in the production of buttermilk shall be of such 
quality that. when fresh it could be sold as Grade A Pasteurized or Grade 

B Pasteurized" milk, In. practice, milk used for flavored milk and crammed 
cottage cheese has also had to meet the smme quality and production 
requirements as milk sold for consumption as cream. All these uses named 
under Class II milk require about the same type of supply so that their 
supplies are interchangeable and thus necessitate one class for all such 
milk. 


In order that thevmarket Shall at*all times have a sutticiens 
quantity of milk for Class.I and Class IT needs, oan additional supply of 
milk of the same quality must be produced to take csre of daily and 
seasonal fluctuations in the demand. Although such excess milk is of the 
Same high quality, it must compete on the market, if not sold as Class I 
or Class II, with milk for those manufactured products which do not re- 
quire a high quality of milk. Hence, such milk rust be classified 
separately with a price in line with itheiprice for alternative ses. 
These alternative uses, therefore, are the determining factors in the 
market value of that portion of the Kemseas City milk supply which is not 
used as Class I and Class II. 


During the yeardisse the percentazosor tall milk vised 
Class I varied from 73,0 percent in November to 41.4 percent in May. 
The percentage of milk used as Class+]] varied from -31.9 in December to 
25e/ in May. The percentage of Class III milk varied from .6 percent in 
November to 34.9 percent in-May. (See Table 8.) 


These wide vVeriations ine percentages used in cach class arese 
from the fact that the qauount consumed as fluid milk does not fluctuate 
‘to the same extent as production... The demond for fluid milk being in- 
elastic, even a sharp drop in the price would not increase ee to 
any marked degree, while a rapid rise and fell in the price might; upse 
the market with no grin to either consumers, producers, or handlers. 


Ge Minimum prices to be paid producers. 


. 

The minirnun price for Class) i milk; according: to the term sae 
the Pe ase marketing agreement and proposed amet for milk, delivered @) 
from the producer's frrn to the plant of a hendler located not more than a 


thirty miles from the City Hall in Kensas City, is $2.00 per hundred— 
Weight. For milk delivered trom producers! farms’ to gthewplentacs 
handlers located more then thirty miles from the City Hall in Kansas 
City, the prico proposed for Cless I milk is $2,00 per hundredweight, 
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7 
less the amount svecified for the distance of such plant from the City ; 
Hall in Kensas City as follows: Not more than forty-five miles, 17 cents 

per hundredweignt, and for each additional ten miles or part thereof; an 
additional one end one-nalf cent ver hundredwéight: 


The Cless II price proposed ror milk delivered to a handler's 
plant located not more than thirty miles from the City Hall in Kansas 
City is $1.70 per hnundredweight, end for such milk delivered to such han- 
dler's plant loceted more than thirty miles from.the.City Hall in Kansas 
City,-.tae-same adjustments, are Allowed As‘on Class I milk. 


The Cless III price for any delivery period; proposed by the & 
proposed marketing agreement and proposed order, is the highest bona 
fide bid submitted to andsubject to the approvel of the Secretary by any 
handler or processor: for ‘41, Class. i. milk, waich may be delivered to him 
during tnat delivery: period, 


De Brite tee of the Kensas City, ifissouri, market, 
ls Farm price of milk sold wholesale. ‘ 


The average annual, fz iin pricés. per hundredweight of milk 
sold wholesale in the States'of Kansas end:Missouri for the period 
1910-1936 are shown in Table 9 and Figure 1, During this period these 
prices reacned a high point of $3.24 per hundredweight in 1919 in 
Missouri and $3.25 ver fundredweight in Lol in Kansas, but declingd 
markedly during the depression Ori 1921 ‘ta $1, 85 and $1.90 in Missouri 
and Kansas, re Ge pec tl Welw Tho farm prices. for milk sold wholesale in 
Missouri and Kansas never did recover from, ‘the dépression period of et 
and in'1929 were only $2.17 ehd $2.18 | in- Hissouri | and: Kensas, respective-— 
ly. With the advont of the dspression in 1929 and 1930 these prices 
fetl much farther and reached a low point of $1,07 in 1932 and me in 
Missouri and $1.08 in 1933 in Kensas. Since 1933 these prices’ hav 
increased somewhat, bit cvon cin 1935 the “price ‘in Kerisas was only 41.50, 
end in Missouri, jont7. isin 52, both prices: bein? much tata ae avorage 
price sincc 192 > 


ie PoP Sek prices “por. huadredweight Ofmo .o pencens 
i ivered f.0, i Ane ne 


fi for f Siaia . ini lk bes Meats i) the period 


) The | priccs pai 

1919-1935 are shows ia Tables. 10 xs vd vi... UneSe” prices,; Up to. Aoril 1 oyee 
arceinot comparcble to tho Class I price, es Class I milk is dofincad! in 
the proposed marketing agreoment snd ia posod order. ‘Distributors from 
LOLGeto 1931 were not pn: ying prodticers: onan elassificd price plan, hence 

these prices are brsed on estimates mrde by them rs to the emount -of 

fluid milk they thought they would sell during tne dclivery period. 
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9. Ferm Priec of Milk sold wholosrle, per hundredweight, 
in Kaises ond Missouri, 1910 - 1936. 
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Compiled from roports of the Bureau of Agriculturrl Economics, 
Division of Crop snd Livestock Estimates... 
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From 1931. to April 1934 the ¢1a assified use plan in the market was not so 
,precise,as the one prevailing under the Federal license Such prices 
“proba bly, cspecially between 1919 and’ 193 aa include payment for much milk 
wiich is now classified as Classes TI and tlle However, these prices are 
more comparable to the Class I prices, as now defined, than ore the farm 
prices of milk sold wholesale, This price reachéd a high point of Sar 7 
‘per: hundredwedght. in 1920. and. fell to:$28.40:in 1922, It did not recover 
materially during the twenties and in 1929 was only €2,49. | It fella eatin 
during the depression, reaching a low point of $1.65 in 1933. 


3. Class prices, 
a, Class I price. 


Ae: Saar The price of $1.65, noted above wos in effect at the 
time of the adoption of the Federal License in April 1934, The minimum 
Class I price at that time was raised to $1.75 for milk testing 3.5 
poo erat with a $.04 aera for each point of test above 

r below 3.0 percent butterfat. This: minimum price has remained in 
Bees since that time, although when the butterfat basis for Class I 
milk was raised to 3.8 percent the Class I price was increased to Sr oe. 
(See Table 12.) 


However, the prices set in the Federal license were 
minimim prices to'be paid producers and in August 1934, after taking 
cognizance of (1) the increase in production costs as influenced by 
pasture conditions which were seriously affected ‘by the droughts (2) the 
increase in,costs as affected by the increase in the cost of commercial 
feed stuffs, (3) the increase in costs as affected by increases in the 
prices of commodities purchased by farmers as well as. in increased labor 
costs, (4) the less than normal amount of surplus milk in the market , 
rand..(5). the denger of a,;,shortage of milk in the future: months, handlers 
end »roducers agreed woon a premium of $.46 per hundredweight over the 
license price to. be paid Produeers for all Class I milk, ‘The premium 
was increased to $.58 from August 15 to October 31 and then decreased to 
¢,53 until May 31, when it was again reduced to $,28 per hundredweight. 


Hy Giese Ti tories: 


The date. presented in Tables 11 and la with respect 
to. the Class II price’ show the history of the price’ since 1931 when milk 
was first sold in this market on a classified price plan, In the year 
1931 the Class Il .price was, during the first few months, $.60 below the 
Class f price bub by the end of the year it was only $.39 below. During 
the next two years, 1932 and 1933, the same price existed for both 

Class I and Class II milk. 
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These data with respect to the Class II price also 
disclose that the Class II price, as computed from the formila set uo in 
the license, exceeded the Class I price as established by the license in 
the first four months of 1935 and again in December of the same year. 
However, due to the »remium paid on Class I milk, the Class I price never 
did become lower then the Class II Brice. 

There was, between August 15 and October 31, 1934, a 
premium of $.15 per huncredweight paid on Class II milk. 


The formula established in the Federal license, 
Number 40, for the computation of the Class TI price is as follows: 
5-8 times the average orice per vound of 92-score butter at wholesale in 
the Chicago market, as revorted by the United States Department of Agri- 
culture for the delivery period during Which such milk is purchased, 
plus 35 percent thereof plus 28 cents. Dup to the wide fluctuations in 
the price of thicago 92-score butter, the Class II price fluctuated 
between a low point of $1.54 in the October aslo, 1934, period and se 
Hien point, of $2.12 curing the periodg February LoL paw « 


During the period April 1-July 16, 1934,. the price was 
somewhat lower due to a different formula which was based on Chicago 92- 
score butter plus 25 percent plus $,25. 


During the period April 1, 1934-December 31, 1935, 
during “hich the license has been in effect, the average price for Class 
II milk 1as been $1.57. The premium of $.15 paid for five delivery 
periods brought this average to $1.59. The condenseries near the Kansas 
City milk shed paid during this period an average price of $1.17.° (See 
Table 13.) Thus there apoears to-have been a’difference of $.52 per 
hundredweight between Class II and condensery prices.~ The location 
adjustment allowed hendlers for milk produced. in the 76-85 mile zone is 
eeSe Subtracting the allowance from the difference of $.52 leaves a 
premium of $.29 »aid to producers --probably for the extra effort and 
expense of mectins the Kansas City quality requirements for. Class IL milk 
end for their more even production of such milk. 


The high quality requirements applicable to milk used 
to produce sweet cream for Gonsumpilon, the fact«that all: such milk is 
brought to the city ag whole milk, and the inability to store such milk 
for a long time, thus requiring somewhat more even production, necessi- 
tate a higher price for such milk then for milk used for manufacturing, 
both f.o.b. the city and f.o.b. the farm. But the price or such milk 
cannot be placed too high above the price for ‘Class III milk bocause the 
competition in the gale of crcam igs much moro Open, CO.price Cutting than 
ie the competition in the ealo of @inid milk, Rroadside-stand distribu- 
tors of cream. imacdiately outside tho markoting arca echable customers to 
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purchase uninspected cream at low prices, The per unit value of cream is 
So muca higher than the per unit value of milk that it would pay consum- 
ers to go outside the larketing area for such cut-price cream when it 
would not pay them to 80 after cut—price milk. Furthermore, there is no 
desire on the part of consumers for uninspected fluid milk. 


Cc, :Class™IT1 price, 


The Class III price for milk in the Kansas City, 
Missouri, Marketing Area must at all times be in line with the price paid 
by other processorg af milk in and around the supply area. A creamery at 
Tonganoxie, Kansas, and a cheese fectory at Kansas City, Kansas; as well 
aS numerous other ocresmeries and condenseries, have constituted the most 
important alternative markets for producers of milk in the immediate 
vicinity of Kansas City, Missouri, 


This price since 1931 has becn based on the price of 


Ye-score butter in Chicago. The formula for calculating the minimum 
Class III price under the-FPederal license is as follows: Multiply by 228 


the average price per-pound:of 92-score butter at wholesale in Chicago, 
as reported by the United-States Department of Asriculture for-the 
delivery period during which such milk is purenassd, aid add SPo0.m uw 
premium of $.05 was paid on Class III milk during the period -August 15-— 
GOetober-o15  19G4. oo rs 

Tae Class ITI price under the Federal license during 
the period April 1, 1934 to December 31, 1935, averaged $1.25. This 
average price wes$,08 cents higher than ‘the average price paid by the 
condenserics operating adjuccnt to this area, and indicates that 
handlors are willing to pay some premium for such milk even for manufac— 
turing purposes, : ij | 


4. Olass: price’ adjustments, 


COUNtrY “St ationvand trensportation adjustments, as well 
as adjustments: for sales outside the marketing area, have been allowed 
on these class priecs.: These adjustments ere also provided for in the 
proposed markuting agreement and proposed order and will be discussed 
along with the proposed prices. 


Oe wUubterfoau Gitrerontial. 


Tac history of the butterfat diffcrential is presented 
in Table 14. It censbe seaniin this: teble that the diftetvential ran 
as high as $.10 per 1/20 of a pereont per hundredweight in August 1920, 
However, the premium paid in Later years was much lower. It increased 
from 3.4 conts in 1924 to 4,78 cents in 1930, but since 1932 it has 


Fluid Milk Prices. Allowance per 1]10 percent 


KANSAS CITY, MISSOURI, 


‘. 
» 


Table 14 


butterfat per hundredweight. 


ports of the Bureau of Agricultural Economics, Division of Dairy and Poultry Products. 
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Interpolated. 


ay 


‘been $,04 ovens the period since 1920 the prove ailing tost of butterfat 
Fan milk sola by hentllers has tended to increase from approximatcly 3.7 
ott to about 3.9 percent, {See Table 15% os ; 


~— 
4 
Be : 


- 


in a market where standardiz— 
“ing: is practiced, must be ih linc with the price for which the hendler 


could buy the additional butterfat he warits. In this market, becsuse of 
athe’ prog resulstions,. 


The iit caeee at diproren tian, 


‘the cheapest a handler con buy batteurat for use 
ein fluid milk is the vel 


ue Of but tebiatein Cla SS TT milk, which has been 
‘approximately $304 per SSUES BSE cy - . 
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Demand Conditions in the Kansas City, Missouri, Marketing: Area 
A. Business conditions ~- purchasing power of consumers, 


Employment in manufacturing industries, as indicated by the 
index of such employment in St. Louis, Missouri in October and November 
1965, reached 115.9 and 115.1 percent, respectively, of the employment 
in November 1931, The conditions in these two months are the best 
reported since 1931. (See Table 16.) 


Payroll totals in manufacturing industries in this section, 
aS indicated by the index number of such payroll totals in St. Louis, 
Missouri, also reached the highest point since November 1931 in October 
and November 1935, when they were 12.7 and 12.8 percent, respectively, 
above the payroll total of November 1931.. (See Table 17.) 


The index of the cost of goods purchased by wage earners and 
low-salaried workers has increased somewhat since 1942 to offset, to 
a Small extent, the increase in employment. However, the worker in 
this area is in a much better condition now than he has been for the 
last five years. (See Table 18.) 


The number of families and individuals on relief funds in 
Kansas City, Missouri, is shown in Table 19. It can be seen that 
during 1935 there has been a sharp reduction in the number of families 
and individuals on direct relief. In January 1935 over 13,000 
families were receiving relief, while in December 1935 only a little 
over 9,000 were receiving direct relief. Many of these families have 
found employment with the Works Progress Administration. 


As indicated by the Monthly Review of Agricultural, Indus- 
Reserve Benk of Kansas City, general conditions in the Tenth Federal 
Reserve District showed some improvement in the year 1935 as compared 
with the year 19384, ; 


Retail sales during 1935 were the highest since 1931 and in 
December 1955 were 3.3 percent higher tnan in December 1934, 


Waolesale sales were larger than in 1934 and in December 


1935 were 7.8 percent larger than in December 1934, 
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The value of total building contracts awarded Was, in oso, 
considerabl:* above er an percent) the value of contracts awarded in 1934, 
The value of residential building contracts awarded during 1935 was 85.5 
percent larger than in 1904. 


Much of the area around Kansas City, Missouri, is agricul tur- 
al and so the income of the marketing area is closely related to tne 
sncome of the rural community surrounding it. The farmers! condition in 
the area was considerably better during 1955 even though the prices were 
somewnat lower than those received for the short crops of 1934. 

Increased production more than offset the lower prices. The December 1 
ferm value of crops produced in tne area Was nearly 30 percent more than 
the value of crops on December 1, 1934. The total farm value of 64 
principal crops in Missouri in 1935 was over $24,000,000 greater than in 
1934, and in Kansas, over. $7,500,000, 


Thus, it appears tnat the demand for milk should, with a con- 
tinuance of better times, be considerably strengthened. 


Be The sales of fluid milk and cream. 


It is very difficult to secure a complete quantitative 
picture of the sales of Class I and Class II miik in the Kansas City 
market. The number of producer~handlers reporting to the administrator 
has shown a definite downward trend which trend is reflected in the 
falling off of reported Class I sales. There was also a Sharp drop in 
Glass I sales from February 1934 to April 1934 due to the fact that 
handlers were not supplying so much milk for re. let. 


The best picture of the trend of sales can probably be gotten 
from the reported Class I milk of pasteurizing handlers handling milk in 
Kansas City, Missouri, and who reported each period under the license. 
(See Table 20.) In-November and December 1935 the total Class I milk of 
16 handlers amounted to 7,096,577 pounds and in the seme months of 
1934 to only 7,007,673 pounds. It must be noted also that, as the i 
Federal license continues in effect, handlers are inclined more and more 
to keep such records that more clearly reflect their actual Class I mim 
and many Sales reported by these mandlers aS Class I in 1934 were 
actually Class II:milk and so reported in 1945, 


During 1935 the average daily Class I sales of handlers did 
ge more than would normelly be expected despite the change in 
for example, the daily average Class I sales in May amounted ta 

109,810 pounds and in June, when the premium paid on Class I milk fea 
from $.53 to $.28 and the retsil price fell from ®.12 per quart to $11 
per quart, the daily Class I sales were only 109,929 pounds, 
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Table 20. KANSAS CITY, MISSOURI? Class I milk reported by 16 
-  : distributors, daily average sales, snd index numbers 

of seasonal veriation (April ;1934-Merch 1935 - 100) 
in Class I milk, by mouths, Aprid 1954—Fobrunry 1936, 


Year and r of Borat Class 1} Dei iy vGlase oT Index of seasonal 
montn te 2 milk 3 milk Variation 
founds Pounds... =. +: Percont— 
asa pis 
April 4,114,871 | Hey LOE Lieé 
May 4,388,083 | 141458) age 115.0 
June 45078186 ° 3 $35, 2402 0 st 110.4 
July 3,865,301 =! 124,687 101,3 
dugust 3,626,829 | 117, 31? 95.3 
Septomber Brot O60. ae ec VP 04S BB ioe oF 
- October B.Tn4.015 | 120,462 97.9 
November 3,462,696 | 115,423 93.8 
December i iednh ae Ae OU ne or ce eres 292.2 ee 
Total-- 9-months +: . 34,333,638 | 124,850 : ae 
1935 } : Se 
Jenuary 3,647,589 117,664 ; 95.6 
February BeSUIS boot os 118,269 96.1 
March S628, 807 3 116, 897 95.0 
April 3,396,264 | 113, 209 ; 92.0 
May 6 AOS 107 4 108,870 89.2 
June . eee Bee 4 109,929 ; 89,3 
July 3,470,938: 111, 966 91.0 
fungus t ee ee 113,628 . 92.3 
Septomber 3,494,304 : 116,477 94.7 
October 3,622,765 | LL? 218 95,3 
November oe ecg hs eee iy ele 95.3 
December Oy 0e5 Seay et 1 eo ohn OK ee 
' Motel - 1935 a PAL C29 ees 114,792 93.3 
1936 , 
~ January 5,407,008. 3 112, 807 Oe? 
February S,296~668 on 113,674 “ad 92.4 


Compiled from reports of the Market Administrator. 
Pp i 


ae ee 


Thus it appears that the démand for Glass I milk is quite in- 
elastic in thie market and that only o Sharp fall in price would tend to 
increase the cOnSUNpr ion Ga. fluid Hite. 


The’ fluid milk sales in Kansas City; Missouri, did notewany to 

he great extent scasonally in 1935, renging for these same sixteen 

handlers from 118,269 pounds dsily in’ February to 109,929 pounds daily in 
UME] But, as Heal be shown later, the scasonali variation in the produc— 
tion of milk in the area is much more marked than this seasonal variation 
in sales. This being thewenso, the analysis vset forth in the paper 
written by Gaumnitz end Reed referred to above snd attached as Appendix 
A is of special significence in oxpleining the price structure for milk 
in a market such as Kansas City, Missouri, and pointing out the economic 
justification for the price structure as provided in the proposed market- 
ing agreement ond propose ed order for the: a ss City, Missouri, Marketing 
AOE ae 


Ce. Sanitation requirements, 


The Kansas City, Missouri, health: authorities have established 
very high quality standards for mill which is sold for fluid milk, trea 
buttermilk, and cottage cheese in that city. The sanitation requirements 
for such milk are contained in the Health Regulation Ordinance 41,500 
passed in. 1921. Four grades of milk are established in the regulation. 


il. , Grade A raw milk must have a bacteria count, of less Taian 
60,000 per centimeter at the time of its delivery to consumers. The 
enimals producing such milk must be tosted apa onMal Ly end must be- 
physically cxemined once a month, i 


ee Grade A pasteurized milk must not have more than 100,000 
bacteria per centimeter when delivered to pastourizing stations in the 
country, 200,000 when delivered to pasteuriizing stations in the city, and 
40,000 when delivered to consumers. The animals producing such milk 
must’ be tested annually for TB and must have a physical examination semi- 
annually. 


3, Grade B pasteurized milk must not have more than 300,000 
bacteria per centimeter when delivered to a pasteurizing station in the 
country; 1,000,000 when delivered to a pasteurizing and bottling station 
in the city; and 50,000 when delivered to consumers. The animals must 
be tested annually for TB with a physical examination every year. 


4, Grade ( milk cen be pasteurized for use in manufacturing 
and cooking only. The bacteria count must not exceed 1,000,000 per 
centimeter wnen delivered to the pasteurizing station and not more than 


wo QO 1a 


J 00,000 when delivered to consume#s. It can be delivered, to consumers in 
. cans only. The enimels must be tested annually for TB end physically 
examined yearly. Strict requirements are set forth as to the establish- 
( ment and cleanliness of stables, utensils, milk houses, methods of milk- 
ing and cooling, water supply, and employees. ’ 


All milk used for buttermilk must be of such quality that, 
when fresh, it, could be sold as Grade A Pasteurized or Grade B 
Pas teuri zed. 


re 


Cottage cheese must ‘be made from those grades of milk. provided 
for.in the ordinance. 


No grade of milk can be received and bottled at a plent where 
another grade of milk, skimmed milk, or cream is powdered, bottled, canned, 
of placed-in other fluid containers. ; 


During certain seasons of the year milk must be delivered to 
© : 
the city twice daily. 


Besides these city regulations there is maintained by the 
Consumers! League, a group of public-spirited citizens, what is know as 
the White List. The list consists of the names of nocuenee who are sub- 
ject to a much more rigid inspection as to premises and heelth of attend— 
ants and whose milk is obtained from cows tested for Beng's disease and 
has a much lower bacteria count than that required under the city reguila- 
tions. 


The largest number of producers on the White List are found 
to be producer—handlers., There are 75 of such producers on the White 
List. All the producers of three plants are on the White List. At one 
of these plants the handler pays a pees to producers on the Whpie Lie: 
but the other two do not. 


This Consumers! League is an indication of the desire that the 
consumers in the marketing eres have for good quality milk for which they 
; are Willing to pay a premium, The requirements that have been set forth 
in tne health ordinance all represent expense to producers, and, if they 
are to continue to live up to the high standard set for them, they must 
receive adequate compensation. 

D. Alternative outlets for deiry products produced in the Kansas 
City, Missouri, supply area. 
Figure ¢ shows the locations of crecmeries, cheese factories, 
end condenseries in the area, or adjacent to the area, supplying milk to 
| the Kansas City Marketing Area. 
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In Table 21 is presented he amount of. Miteerswnd cheese, ex— @ 
pressed as milk equivalent, menufactured. in the supply, area from ee to 
1934, These data:indicate that there is a strong .altémative market in 
menutactured products outlets for the milk in ard wnich milk is 
produced for they ma ke ting area. ' 


Tee cream companies, cnoese factories, send -cresmories vin And 
near tne marketing area nave been the most important alternative out-— ‘ 
wots! fom miles n cane: near Kansas City, Missouri. 


More importent the any of these markets, however, is the 
milk drawn in for distribution in the Kensas City, Kansas, market, 
According to April 1934 reports this amounted to about ongfifth as much 
wholesale milk as was needed in Kenseas City, Missouri. The Topeka and 
Leavenworth markets also adjoin the supply area and present oat all times 
a potential market for milk, if prices prevailing in the Kansas City, 
Missouri, market are not adequate. 
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PART VII 


The Supply Conditions in the Area Supplying : 
Milk to the Kansas City, Missouri Marketing Area. 


A. Zocation and boundaries of the Kansas City, Missouri, milk d 
supply area. 


1. Counties in which Kanses City milk supply originates. ‘ 


The milk which enters the Kansas City market comes from 
the two States of Kansas and Missouri. Producers who supply milk to 
this market are located in the following counties: Jefferson, Leaven- i 
worth, Wyandotte, Douglas, Johnson, and Miari in Kansas; Clay, Ray, ’ 
Jackson, Lafayette, Cass, Johnson, Bates, and Platte in Missouri. (See : 
Figure 2.) j ; ; a f 


2, The total: area and location of producers in the Kansas 
I 
City milk shed, 


The size of the region.from which the Kansas City milk 
supply is drawn is indicated by the fect that producers at Butler, 67 
miles south, and at Lawrence, 35 miles west, truck milk to the market. 
However, within a radius of ten miles of the corporate limits of Kansas — 
City, 90 percent of the producer—-handlers (who supply about 50 percent 
of the milk on the mark cet) are located, and about 10 percent of the 
bulk milk producers, i.e., producers selling milk in bulk to handlers. 
A high pines on of the producer—handlers operate a very specialized 
type of dairy enterprise, buying a considerable proportion of their 
feed and keeping their progne aa balanced by various méans. 


The producers who sell bulk milk, however, depend very 
largely on their own ferm operations for their feed supply and milk 
stock, and operate on a much smaller scale ordinarily. 


4 
€ 
3. Competing markets for milk produced in the area. | 
The «countkes in wich milk is-produced for sale in the 
marketing aréa and the locations ao thes country Stations, creameries, 
echeesc factories, and condenseries in the area are shown in Figure 2, 
All milk purchased by the handlers operating in the 
marketing area is shipped by truck, to the :city as fluid milk. © The com. e 
petition of jtne numerous creameries, cheese Lectories, snd condenserie: Ni 
in the ares revréscnts alternative.markets: for the milk of the producers, [ 


~ 


and tne or) ges paid by them determine ‘to a 1: ree, extent -the market to 
which the producer will send his product. °: 
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The Kansas City, Missouri, Marketing Aren is located in a 
scGtion where, there is a large milk stipply. There is at rll times a 
large potenticl supply of milk end creem surrounding the aren which now 
Supplics the milk for the marketing aren. This source of supply is held 
out of the market by meny fectors. Three of these are (1) the health 
requirements, ( 2) higher costs for the production of market milk in 
reasonably uniform seasonal amounts, and C3) trensportabion costs, ir. 
on the one hand, price differentials in favor of fluid milk for consymp— 
tion either as milk or as sweet cream get wider than these additional 
difficulties in production and delivery justify, then farmers who 
ordinarily produce butterfat arc disposed to compete for a place in the 
Market. If, on the other hand, the price differential 1s uniavoranlie te 
the whole milk producer, on opposite movement which increasés crermery 
and choese frctory volume takes place, 


This competition with hugo supplies of lower value dairy 
products close at hand is a very important element in the picture which 
must be carefully considered in establishing a classification end price 


Structure for the Kansas City, Missouri, Marketing Area, 
he “Ce vOlmetatnine in the rea, 


Table 22 shows the four type-of—farming areas which are found 
in the production area, and gives an indication of the importance oF 
Specialized dairy frrms among the total of.all farms. Ih type area 198 
the Kansas City-St. Joseph-Livestock-dairy—cash grain=-potatoes, tobaccd— 
fruit and truck area, which contains over, one-half of the total supply 
area and includes that portion of the aren which lies closest to the dity, 
some ll percent of the farms are of dairy type with over 40 percent of 
their income from that source. The other three arcas making up the rest 
@f the total supply aren are 197A on the north and-northwest, 251A on the 
hortheast, and 232A on the south, and are considersbly less intensive 
dairy areas with only 2 or 3 percent of. their farms with over 40 percent 
of their income from dairying. Those surrounding type areas are of corn 
belt or general livestock type of farming with over 50 percent of thea 
income from mert onimals. 197A is » typical corn belt aren while tho 
other two areas, 231A ond 232A, are of general livestock or animal 
Specialty types. 
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The census of agriculture for 1930 shows that CXcGpterom 
city areas over 90 percent of the land in the region Surrounding the 
Kansas City market is in frrms. Of the arer in farms close to the market, 
pesture makes up 36 percent, corn ncreage is 24 percent, small grain 
about 12 percent, hay about 10 percent, and ersh crops 4 percent. ) (Gea 
Table 23.) 
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Table ee tirpes of feraing aress-in Kensrs City Arca 
with their description and percent of income 
from dnirving. 
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N. EH. Kansas — Nebraska - Missouri — 
Livestock, general, cash-grain. 


eases City - St. Joseph — Livestock, 
dairy, cash-grain, potatoes, Ae chee 
mt PUL truck. 
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Northern Missouri — Towa - Livestock, 
general pple es 
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Vest Central Papers - Kansas - Live- 
Stock, ane tel sie arming, Some cash-grain. 
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compiled from 1930: Census of Agriculture, "Types of Farming in 
the United States" - Table 5, 
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a. ooze of farm, 


Farms close to the Kansas City supply aren are relatively 
Smaller than is usual in corn belt nrenas. In Vyendotte County, Kansas, 
and in Jackson County, Missouri, which represent conditions close to the 
city, the aversge size of frrm is only 44 acres, snd 84 acres, respective-— 
ly. airy type farms in these two counties contain 107 and 108 acres. 
Bates County, which is more typicel of the farming of bulk milk producers, 
has farms of 150 acres and dairy type farms of 160 acres. Douglas “County, 
representative of conditions in Kansns where production of bulk milk is 
Carried on with two country stetions within its borders, has farms of 149 
acres and dairy type farms of 139 dcres. (See Table 24.) 


Cy Charecter of the dairy herds. 


Table 24 shows that the averege size of milk cow herds on farms 
reporting milk cows in-the supply aren was, in 1929, between 4 end 5. 
This, however, does not reflect the true size of herds on those farms 
which lie close to the market end waich supply it with market milk, 
althougn it does represent more closely thesize of herds on farms of bulk 
milk producers. 


For exemple, in Jackson County, Missouri, which is close to the 
market, tne evernge number of milk cows per frrm reporting milk cows was 
6.3, 17.6 percent of the farms of the county’ are of dairy. type, and on 
these dairy type frrms the average number of milk cows per herd is 15.8, 
This difference is even more noticable ‘in Wyandotte County, Kansas. But 
in Bates County, Missouri, a bulk milk area, the average number of milk 
cows per farm reporting milk cows was 4.5. In this county only 3.2 
percent of the frrms are of dairy type end most of the farms from which 
bulk milk is delivered obtain less than 40 percent of their income from 
dairying. Even these driry type frrms, however, have herds of only lates 
milk cows, 


The. relation of the dreiry enterprise on these farms to the 
beef enterprise is indiceted in the last three columns in Table 24, In 
Wyandotte County, Kansas, the percent milk cows are of ell cattle is so 
high (59.3 percent) »s to make it nearly impossible to maintain milk cow 
numbers even if all heifer calves born in the county were raised for 
milk cows, This;.of‘course, ‘is not done‘so that undoubtedly many pro- 
ducers in this county must buy all or a large share of their cows. In 
Jackson County, Missouri, a similar although less pronounced situation 
of this type exists. In Douglas County, Kansas, however, only 33.9 per- 
cent of all cattle are milk cows, and in Bates County, Missouri, only 
40.2 percent of all cattle are milk cows: 
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Again it is enlightening to note the difference in the type of 
milk cows used on farms close to the market and on those farther AWAY e 
The last two columns in Table 24 show that while Wyandotte County, Kansas, 
had practically no milk cows of dual purpose or beef breeding even on the 
general run of farms reporting milk cows in 1929, Bates County, Missouri, 
reported 24.8 percent of the cows milked as of Hees or dual purpose breed-— 
ing on the average farm reporting cows milked. 


Table 25 shows that milk production per cow varies widely among 
the counties nround Kansas City and that those counties which are close to 
the market have the highest production per cow while those outlying 
counties from which milk is delivered chiefly to bulk stations have very 
low production per cow. Wyandotte County, for example, produced %,049 
pounds of milk per cow in 1929 es Bates ‘County produced only 3,553 
pounds per cow. 


Summarizing the most significant of the county figures on the 
milk produced per herd daily, it is of interest that Wyandotte County, 
Kansas, produced 80 pounds per average herd and 316 pounds per herd on 
dairy type farms; Jackson County, Missouri, produced 90 pounds daily per 
average herd and 27c pounds per herd on dairy type farms; while Bates 
County, Missouri, which had only 3.2 percent of its herds on dairy type 
farms produced only 43 pounds daily per average herd and 166 pounds daily 
per herd on dairy type farms. 


Figure 2 shows the net effect of all these conditions on the 
density of milk production per square mile by counties in the Kansas City 
supply area. 


D. Production and disposition of milk. 
alee Production. Se a 


In Wyandotte County, Kansas, 174,000 pounds of milk were 
produced per square mile. In Jackson County, Missouri, 147,000 pounds of 
milk were produced per square mile, but. in Douglas. County, Kansas, 

84,000 pounds and in Bates County, Missouri, only 54,000 pounds were pro- 
duced per square mi Le. 


Column 1 in Table 25 shows that the total milk produced in 
the counties from which the Kensas City. supply originates was, in 1929, 
npprowtimately. 600 million pounds. 


The area within the milk shed contains producers of diverse 
janet with a wide variety of natural resources, types of farming, feed 
supplies, nmounts of feed purchased, and type of cattle. This gives some 
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farmers great competitive advantages And gives others disedvantnges in 
the production of market milk.’ This situation: explains the-fact that so 
many butterfat producers, as well as many formers-vho do not dairy on a 
commercial scale at nll, are, even close to the market, mixed in among 
the whole milk. producers. The production of fluid milk requires, as 
previously indicated, the incurring of certain costs for meeting health 
ordinances, for transportation, and for uniformity of supply, which many. | 
producers, though close to the market, have found it unprofitable to 
incur. A wider spread between butterfat and fluid milk prices would 
bring producers into the milk shed from farther out and vould overcome 
the inertia of some of these close-in butterfat producers, turning them 
to market milk production. 


2. .Deliveries per day per dairy. 


.Table 26 shows the deliveries of milk per day per dairy 
to the Kansas City market. It is clear from these figures that there 


has been no apprecinble expansion of the output per dairy since April 
1934. 


3. Disposition of the farmers! output. 


Of the 25 million pounds of milk produced in Wyandotte 
County, Kansas, over 18 million pounds, or 72.9 percent, is sold as 
whole milk,// of which all but 2 million pounds is produced on farms 
with over 40 percent of their income, from dairy products. (See Tables 
27 and 28.) This is the extreme of dependence on whole milk market 
outlets. Jackson County, Missouri, shows a very similar disposition of 
its output although farmers there are slightly less dependent on such 
outlets. 


Douglas County, Kansas, however, sells about 19 million 
pounds, or 35.8 percent, of its output as whole milk, while Bates 
County, Missouri, sells only 12.4 percent of its production as whole 
milk. 


It is very significant that in no case is less than half 
of the milk produced on dairy type farms sold as whole milk, and in the 
case of several counties this percentage sold as whole milk rises to 80 
or 90 percent on dairy type farms. 


For the area as a whole the census of 1930 reports about 
230 million pounds sold as whole milk, or 38 percent of the total pro- 
duction of the area. 


7/ Whole milk, as reported in the census, includes all milk sold from 
the farm as milk. This includes sales to such outlets as whole milk 
creameries, cheese factories, condenseries, fluid milk markets, and 
ice cream factories. 
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Tables 27 and 28 indicate that the amount and percent sold 
as farm butter and as sveet cream are negligible and that the share sold 
as butterfnat ranges from 58 percent in Miami County to 3.7 percent in 
Wyandotte. The percentage used on the farm is 41.0 percent in Bntes 
County, Missouri, and only 14.9 percent in Jackson County, Missouri. 


-It has been. show how the. type of. dairying changes from a 
rather extensive flexible type on the borders of the supply arena to a 
rnther intensive specinlized type close to the marketing aren. The vari- 
ations in this pattern have also been shown so that it is clear that many 
producers close to the market exhibit . type of enterprise more like those 
at the borders of the milk shed while specialized dairymen are found in | 
limited numbers in- outlying regions. ie | 


E. Relation of the feed prices and other prices to the butterfat 
and milk prices. 


Middle western dairymen depend very largely on home growmm 
feeds to make up their dairy rations and only supplement them to a 
limited extent with high protein content commercial feeds. In a market 
milk shed, however, the more specialized producers snd those on the 
smaller farms close to the market cnnnot follow this procedure. They 
must buy, a very considerable shnre of their concentrates, both high pro- 
tein feeds and grains, and: utilize their limited acrenge for hay and 
pasture. So it is that the data on feed purchases, given in the last 
two columns of Table 21, indicate a téndency in the counties close to 
Kansas. City for dairymen to buy more feed. It is notewerthly that, while 
purchases of feed averaged on all forms between'3 and 4 hundred dollars 
in 1929, they ranged much more widely ondairy type farms becsuse on 
such farms close to the city home grom feed supplies are highly 
inadequate. 


Undoubtedly the’ price of feeds‘in retation to the price of 
milk is important in determining the use made of home grow feeds, 
particularly on the small, specinlized dairy farms close to the market, 
but the really important pressure for affecting milk production arises 
on farms in the aren farther out because home groywm feeds may be 
shifted either to dairy cattle, to beef cattle, or to hogs; and it is 
the relationships between the prices of milk to butterfat, of butterfat 
to beef, and of butterfat to pork ‘which dominate the action of the 
typical corn belt farmer who produces his own feeds and puts them into 
that product form which will mnximize his income, 


In Tables 29, 30, and 31 the trends of prices of various 
feeds, cattle, hogs, butterfat, and Class I prices in the Kansas (Qity, 
Missouri, market since April 1934 are presented. These datn are also 
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presented in graphic form in Figures 3, 4, 5, and 6. Feed nnd corn prices 

after having incrensed considernbly during 1934 declined, at first ) 
gradually .nd then in the summer of 1935 very sharply. They have shown J 
‘some improvement since November. Butterfat prices did not increase in 

1934 to the same extent as did corn and feed prices: nor did they Pali’ in 

1935 so sharply.’ And since July 1935 they -have shown A, more rapid rise 

than feed prices and, at the present time, appear to be fnvorable relative 

to feed and corn prices. 


The'Clnass I price of milk in this-ares& has-not fluctuated to 
the extent that ‘the farn price of ‘butterfat has. ‘(The reason for this’ 
has been.presented by Gaumnitz and Reed. Sce-Appendix A.) During the 
flush season of production in 1935, i.e., April, May, and June, there: was 
wide discrepancy between the two prices but recently the spread has 
narrowed considerably. Although the Class I price is not, because of the 
many other expense factors connected with: the production of such milk, 
so closely related to feed prices as the farm price of butterfat, the : 
purchase of feed is a principal out-of-pocket expense for dairy farmers 
and it is well to note that the Class I price of $1.87 mppears to be 
favorable relative to the price of feed. (See Figure 6,) 


During 1934. and early 1935, butterfat prices did not appear 
unfavorable relative to hog and cattle prices. During the period 
February to July 1935, butterfat prices showed a marked decline, and 
appeared unfavorable relative to uog and cattle prices, This unfnvorable 
Situation has bettered somewhat. but, not fully, despite the sharp 
increase in, butter prices. Cattle prices. showed only a slight fall and 
hog prices continued to rise until August. Since December 1935, hog, — 
Cattle, and butterfat prices have tended to increase. 


F. Seasonal variations in milk production in the supply area. 


The wide seasonal variation of the milk supply in the area 
about the Kansas City market has a marked effect on the handling of 
milk in the aren. While no monthly figures are available for total pro- 
duction the varintion in deliveries to 13 butter and cheese plants in 
the supply aren gives a rather good mensure of this variation. Table 32 
shows that in May 1934 there was twice as much milk delivered to these 
manufacturing plants as in December. Deliveries of fluid milk to the 
Kansas City market in 1934 nlso showed » wide sensonal range in May 
deliveries, being 1,49 times as much as those of December. Class I milk 
in the market does not vary markedly from season to season go that there 
is at times only a-smnll amount of -surplus milk, while at ether times 
there is considerably more than.is needed. Pa 


During the Spring months, when this-surplus begins to mount, 
those producers who have.a rather uniform supply have their market 
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Seasonal veriation in the total volume of thirteen ‘butter 
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February 
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May 
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” July 


August. 


November 


Total milk 
equivalent 


Pounds 


15,007,696. 


"13,504,395 


16,457,414 


19,883,151 
28,920,255 . 
25, 266,499 

| 19,975,298. 
| 15,298,709 
18,818,500. 


| 17,255,967, 


17,677,193 


: 14,403,008. 
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connections thrertened by floods of chery milk from producers ferther out 

who would Like to sell their milk ss fluid milk. . The effect of this y, 
competition would not be serious were it not for the fact that certain 

producers and certain distributors do not take a long-run view of their 

own best interest and are often forced to get milk where it is che apes t 

even though they may lator find such action a handicap. 


Sq, 


G. Channels through which milk moves to the’ market. 


! 


“I, Country stations. > 


Country. stations wnich supply milk to the Kansas City 
market are loceted at three points, as shown in Figure 2. They are 
listed here-as follows: ‘ 


Distance to . Present™ 
Location Kenses City status 
Butler,-Mo. 67 miles ' Operating 
“Pleasant Hill, Mo. 35 Wi " 
Budera, Kens. B5 n Closed 


These country stations have been operating for many years 
in the market ond are considered to rendor veluable services to the | 
producers, It is estimated that nbout 20 percent of the total deliveries 
in the markct pass through these country stations, When the Fodoral. 
license went into effect in March 1934 there was general dissatisfaction 
witn the low deduction allowed -at country stetions and it was necessary 
to amend this feature on April 1, 1934. In this amended license the 
Butler plant was allowed to rétrin 21-1/2 cents per hundredweight for both 
vaass I end Class Ti, 


The station. at Pleasant Hill is the only one of these 
country stations which manufactures any dairy products, as the rest have 
hothing more than receiving and cooling frcilities. 


pe TrRsportaAtion. 


The milk supply of the Kensns City market comes in by truck 
entirely. No milk comes in-:by rail. The milk which is delivered to the 
three country stations is first. cooled and then hauled in on bottle trucks. 
Toking all the milk on the market into consideration, 85 percent is ; 
brought in by commercial haulers, 10 percent is brought in on trucks gwned 
and operated by distributors, and 5 percent is hauled in by farmer 
producers. - 


Charges for hauling milk vary considerably, depending on 
the lead, distance, type of roads, volume per producer, and the general 
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bargaining power of the producers on routes. The rage is from 20 cents 
to -L0 cents per hundredweigat on twice-a-doy delivery end from 15 cents 
to 35 conts on once-a-day delivery, with an estimated average of 27 cents 
per hundredweight. | | 


During six months of the year city health regulations re- 
quire thet all nilk must be delivered twice a days: This adds to hauling 
costs. It sccoms likely that, in view of the low volume of deliverics 
per producer per trip; the hauling charges are recsonable and the system 
ade aunte. 


Very little butter and no sweet creem, made from the milk 
of regular producers of fluid milk, are shipped out of the market. When 
there is a surplus it is made into butter which is:sold locally. At no * 
time since March 193-4 has milk or cream for Class I or Class II] use been 
Shipped into the market other than from regular producers. ; 


H. Marketing organizations, 
1. (Producers! orgmizations. 


Two associations of producers of wholesale milk are in 
existence on the Kansas City market. These are the Pure Milk Association 
and the Bates County Producers; together they supply about 91 percent of 
the wholesele milk delivered to tne market. 


Both these associations are strictly bargaining associa- 
tions. The Pure Milk Association was incorporated in 1929 and has served 
as the chicf representative of producers on the Kansas City, Missouri, 
market during the depression period. 


The Bates Countz Producers was re-incorporated August 30, 
1935, having existed for several years previously under other names. 


In addition to these two organizations of producers of 
wholesalco nilk there is also an organization of producer—handlers called 
Independent Dairies, Incorporated, which has 150 members, It is csti- 
nated thant there are now 298 producer—handlers on the market. Nearly 
half tne nilk in the market is distributed by producer-handlers, 


In December 1935 there was a total of 1,282 producers of 
Wholesele nilk, Herds of wholesale milk producers had a daily output of 
about 110 pounds whereas producer-nhandlers! daily output per dairy was 
approximately -00 pounds, 
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2. Hendlers in the Kanses City, Missouri, Marketing areca. 


1935 there were 12 pastceurizing handlers on 
the Kansas City, Missouri, market and 298 produccr-handlers, according 
to estimates by the market edainistrator. The number of pasteurizing 
handlers on the market has declined since early 1OSne Prem Lo to Lesa 
Decenoer, The ‘three handlers who arc no longer operating hrd a total 


In Decenber 


> 


Ot Ov prouucurs. 


The munber of handlers of wholesale milk on-the Kansas 
City marke v;, when compared with nost markets of similer size, is 
relatively small with the average onount of milk handled per firm Larges 
Four of the twelve firms réceive milk from ‘less than 50 produccrs,:.tour 
recdive milk from 50 to 100 producers, two have from 100 to 200 
producers, and tvo heve from 200 to 300 producers. The four, Largest 
handlers supply about 70 percent of the wholesale milk on the market. 
The fact that almost 50 percent of the milk is delivered by producer-— 


handlers presents n strong competitive factor in the market. 


Part VIII 


Conclusions Relative to the Minimum Prices to Producers 
as Set Fortn in the 
Proposed Marketing Agreement and Proposed Order 


As The. Class I prices 


The Class I price of $2.00 per hundredweight, provided by 
the proposed marketing agreement and proposed order, is designed to 
result in a price for Class I milk that, in view of the current supply 
conditions, will adequately compensate producers for the production of 
Such milk. 


With employment, payroll totals, and other indications of 
demand at a high level, it is expected that the consumption ofLsiimic 
milk will tend to increase.at that price. 


In view of the better demand conditions and of tne relatively 
more favorsble cettle and hog prices, the minimum Class I price proposed 
is somewnat higher than that now provitd in Federal license No. 40. 
However, in view of the increased supply of milk per day per dairy in 
the market in Jenuary 1936, as compared with January 1935 and of lower 
feed prices, the proposed price is not so high as the minimum Class I 
price plus the premium now being paid for such milk by tne handlers in 
the market. 


B. esthneeClassuliuorice. 


Because handlers do not require the same eveness of supply 
of Class II milk as they do for Class I milk and because consumers are 
not so insistent upon having as nigh a quality product.for milk used 
in cream as they are for milk used in fluid milk, a reasonable minimim 
price for such milk appears to be $1,70, .Such.a-price is more in-line 
with the prices paid for uninspected cream Which is sold on the outsxirts 
of the marketing area. Some premium, however, is allowed for the better 
quality of inspected cream and for the more adjusted supply of such milk 
by fluid milk producers. 


Oy The Class-Ti] price, 


It is proposed that the method of determining the Class III 
price be changed from that: of a formula based on 92-score butter sold 
wholesale in Chicago to that of accepting the nighest bid submitted 
and approved by the Secretery for any such milk that. any handler might 
reccive from producers during the next succeeding delivery period. 


The reason for tais chenge is that some processors of milk, 
namely, creameries and i’ 2 cream menufrecturers, in the supply area are 
and have been willing to buy milk at a premium over the Class III price 
as calculated according to the formula. With these alternative outlets 
for such milk offering a-good price for milk, the handlers of such milk 
Should be willing to pay at least an equivalent price. 

Because at times the Class III price has been below the 
market value of such milk, hendlers having such milk have had no 
inclination to part with it. This exerted a tendency to an extension 
in the milk shed which, in view of current supply and demand conditions, 
should not tske plece. There is some.difficulty in producers shifting 
their markets and thus to distribute the avrilahle supply more 
economically in the market because most of the milk is brought to the 
city in handler-owned or handler-controlled trucks, 


The plen proposed for pricing the milk is Bok inetd to be 
one that will return to producers the highest price that any processor 
or handler is willing to pay for such surplus milk and thus to return to 
producers the full market velue of tnoir surplus milk. . 


Ds Class price adjustments. 
1. Country station and transportation. 


The proposed marketing agreement and proposed order pro- 
vide that; wit respect’ tol aliiChasse ie and Chase fim 1h delivered by 
producers to handlers at plants outside the Kansas City, Missouri, 
Marketing Area, prices shall be subject to the following adjustment: 
if a hendler's plant is located moro than $0 miles from the City Hall 
in Kansas City end not more than 45 miles,.$.17 per hundredweignt, and, 
for ench additional 10 miles or part thereof, one end one-half cents 
per hundredweignt. 


The. $,17 per hundredweight allowance in the 30-45 mile 
zone represents an allowance -to cover the nandler's costs of operating 
the station and for Shipping. such milk to the city. The additional 
deductions for erch additional 10 miles or part thereof represent. tne 

additional tra asports tion oat necessary to ship milk to the city from 
these distances, 


Ati these country Stations milk 1s: cogled 2nd mreparcd 
for iene to market. eceuse the milk. of many producers can, be 
collected, these operations of cooling md preparing for market cen be 
done mach-iore cE re ie than if each. producer had to'set: up his own 
cooling sys ter. Tn“addition, aw much more cconomical transportation 
system can be ee ~blisned by h aving all the milk of a section collected: 
at one. place and shipped iasi-q amit. These services “are of real-value 
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to producers for wnich they should be and are willing.to pay. However, 
if they prefer, they may haul their milk to the city themselves. 


All of the milk for use as fluid milk and cream is. 
brought to the marketing area as fluid milk. There are at the present 
time two country stetions opersting in the area and handling approxi- . 
mately 16,000,000 pounds of milk per year, which stations are subject to 
this adjustment, . 


In the licenses of March 16 and April. 1, 1934, the 
station charge allowed, for stations 30 miles. from the City Hall, was 
$.10 per hundredweight on Class I milk with only one cent additional 
allowance for each additional 15 miles, This allowance wes found to be in= 
adequate. It did not cover the actual costs of operation of tne stations 
and, in additio., it had been the custom in this market for Class II 
milk to be delivered as whole milk to the marketing area. Hence, on 
July 16, 1934, the allowance was changed to $.17 per hundredweight on 
both Class I and Glass II milk, with a one and one-half cent per hundred- 
weight additional allowance for eech 10 miles or fraction thereof over 
45 miles. 


The greater portion of the milk reccived in the marketing 
nren does not pass through country stetions but is heuled direct from 
farm to city. The hauling frcilities are largely in the hands of 
contract heulers who have built up milk routes over a considerable period 
of time. Such routes are well cstablished ond are considered strong 
assets of the trucking companies. It is one of tne fundamental princi- 
ples of the proposed marketing ngreemont and proposed order that handlers 
shall pay for their milk at the same prices in each use classification. 
In order that such a principle cen be carried out economically and 
efficiontly, it is necessary to price the milk to hendlers at that point 
where they take title to the milk, or to. fix the price at one point for 
all handlers and to set the allowances tant they will be allowed to take 
from the point at which they do take title to the point at which the 
Drice is set. The Class 1 and Glass II prices proposed are f.0.0«e Une 
city, so the maximum allowrnces to handlers for opersting a country 
Sststion and shinping the milk to the city are established, If a hendler 
wore ollowed to make an excessive charge for operating nis strtion and 
trucking the milk to the city, he would, in effect, be getting his milk 
at a lower price then the handler who took title to the milk f.o.b. the 
city. Any excessive charge mede by commercial haulers does NOt ar 16Cv 
tue price of milk t6 handlers and so no provision for these rates needs 
to be provided in the proposed marketing cgreement md proposed order. 


2. Outside market sales. 


The Kansas City, Missouri, Marketing Area is defined as 
including only that area within the corporate limits of Kansas City, 
Missouri. Somo handlers who operste in the marketing area distri bute 
some milk outside the area, especially in the residential section of 


—— 


Country Club md Mission Hills. Tho heslth requirements: for milk aj 
these areas arc not so rigid as those in the marketing Areas DU these 
areas represent a good market for fluid milk, however, and, in order 
that handlers regulated under the proposed marketing © agreement and 
proposed order can compete for such business, provision is made for 
hedlers to psy for Class I milk sold in outside areas at | zy price which 
the market :dministrretor ascertrins is: being paid inthe eee where Lan 
such milk is sold by processors and handlers of milk of equivalent USC») -* 


pow 2 
hae site 


There is a rensonable sdjustment allowed for tr: pte 
ation from the plent where such milk is. secured from producers to the 
plent where such milk is londcd on wholesale and retail routes. ae 
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Hquitable’ Anportionment of Fluid Milk and Cream Sales Among 
rs ; 


Produce 
A. ‘Pooling of all proceeds from the sale of milk to handlers. 


The Agricultural Adjustment wct, as: amended, provides for two 
methods of payments to be made to producers. The first of these is for 
all handlers to pay all producers in the market a uniform price for milk 
; of the same grade and quality. The second of the methods is for each - 


handler to pay a wniform price to all his producers in the market. for 
milk of the same grade and quality, ; 


There is provided in the proposed marketing agreement and pro- 
posed order the first plmwhereby the total proceeds from the sale of 
all milk of vroducers to all handlers are pooled and then equitably 
apportioned among all producers. As the classification of milk accord= 
ing to use and payment of milk according to classification has put all 
handlers on the ssme equitable competitive basis with respect to the 
prices to be paid producers for milk by requiring all handlers to pay 
the same price for milk used’ in each use classification, so this. plan 
of equitably epportioning the proceeds of milk among producers puts: all 
producers on an equal competitive basis with respect to tne prices re- 
ceived for their milk. It is simply an extension of the plan commonly 
used by ecech handler, and by cooperative organizations. If a creamery 
sold 75 percent of its'milk as Class I and Class II and 25 percent: as 

; Class ITI, it did not pay 75 percent of its producers the Class I; and 
Class II price and 25 percent the Class III price. Such a method ob- 
viously would not have been equitable and Eee would have objected 
strenuously. Gaumnitz and Reed nave shown Ly that itvis natural to ex- 
pect that if some producers wno meet the health requirements and pro- 
duction standards required for Class I and Class II milk do not get a 
Share of that market, they will undertake to do so. 


Cooperea .tive organizations have recognized this problem and have 
attempted to give all such producers an eauitable share of the fluid 
milk and cream merket. : 


In the Kansas: City, Missouri market the cooperstive has tried 
to accomplish this end by a more formel recognition of the fact that 
y cvOn tho producers whose milk mects the health requircments of Kansas 
City milk in the long run would become associated with those handlers 
: highly speciclized in the fluid milk end creom trade by actually 
shifting their producers from one handler to snother so that the 
v Class I and II milk would be “more equitcbly apportioned among. produ- 
cers, However, beceusce:of tho difficulty of shifting producers duc to 
‘their locrtion md bececuse of the varying anounts of such sales by 
hondlers, such means’ are not always preeticable or complete in their 
effect. The proposed marketing agreoment. and proposed order provides 
. Por | & plan waich will effect what would bé the result in the vated run 
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if economic forces were allowed to work themselves out to their fullest 

extent, i.e. by giving to every producer who is entitled to a share in 

the Class I end. Class II market his snare in tne ‘apportionment of the ’ 
proceeds of milk in that merket. 


The prices provided in the proposed marketing agreement and pro- 
posed order nave been shown in the analysis to be prices wnicn are fair 
and reasonable. It is thought that they will adequately compensate pro- 
ducers and not be burdensome to consumers. It has been shown also that 
Some premium must be paid by handlers for milk meeting the better quality 
pe nares and | of more even production than is paid for seg used for manu- 

facturing. 

In a stabilized market there would be but one price for all the 
milk produced and demanded in each of the various classes provided in the 
Propesed plan Mabuvlin wractice dior many reasons such as the wide repora- 
tion of producers and probably, because of their location, with only one 
outlet for their milk there have been almost as many individual prices 
in milk markets as there have been transactions. Such conditions create 
unstability in a market with no way of anyone determining what the actual 
value of milk is in the market. The prices proposed are an attempt to 
set out the’ price which will clear the market for each class of milk and — 
in this way establish e stability and efficiency not possible otherwise. © 


The milk from some producers in the market is not needed at all . 
Seasons of the year yet it is necessary that such producers be compléte-— 
ly equipped and inspected the whole year in order to produce milk of. the. 
required quality in the seasons when their milk is needed. In order: | 
that these producers will: go to this expense and trouble they must be © 
allowed and are entitled to share in the fluid milk and cream market 
during the whole yeer. Reed end Gaumnitz have shown that if such is 
not the case the seasonality of prices would be very marked and would 
cause much disturbance, in the market. Besides the competition of such 
producers for the market’ there is the competition for the market by new 
producers who heve so adjusted their production and are producing such 
quality of milk that they are now desirable producers for. fluid milk 
hendlers. Then, too there is the competition of those few who as in 
other businesses prefer making individual gains at the expense of others 
to having a stable market, Some of this competition is desirable and 
such constructive competition is foste med by the plan end not curbed by. 
the destructive competition, Experience has shown that much of the 
competition is bound to be BOS EGU ive er it is'’such competition that 
must be regularized. 


One reason for destructive competition is the desire to pass to 4 
others the expense of terrying the excess of milk which is necessary P 


in tne market. .There is needed) at nll times during the year some excese 
milk to cover the daily fluctuations: in the sale of fluid milk and crean. 
Then in the flush’ season of production there is a considerable amount of 
such excess milk produced in the market. It has been showm by Gaumnitz 
and Reed that it is mm ineffective procedure in the market as a whole to 
attempt to get rid of the excess milk by lowering the price, Such a 
dropping of the price might also deter producers from making necessary 


improvements in their equipment and even from continuing to produce enough 

milk for the market in the short se eson of production, With so much excess 

milk in the market at certein times oF tne year and some excess at all 

times, certein producers are inclined to pass to others the exnense of. 

carrying tne surplus, 
These producers are willing at times even to cut prices below waat 

is actually needed by them to cover their operating expenses in order 

that they mignt get a larger share of the fluid milk and cream market. 

Such a condition as this incites destructive price cutting by other groups 

and creates a very unstable market. 


The lack of any efficient plan for the equitable distribution of 
fluid milk and cream sales among all producers has | diets a principal cause 
of the unsatisfactory conditions in the Kansas City; Missouri Marketing 
Area and has led to. destructive competition among handlers and producers. 
This plan is not to eliminate competition but to regularize it. All the 
fectors that handlers and producers consider in their bargaining for prices 
have been considered here and brought i light so that all in the market 
Can see them clearly 


Producers, by iirc prices in the market through cooperative 
effort and thaoush the handlers of their milk can gain for A time an ad--” 
ventage. <A few yh ars will be sufficient to illustrate this situation. 


Assume hie at the Class 1 price is $2.00 and the Class II price 
$1250 and the Class III price $1.00. Assume also that the sales of. fluid 
milk in the market sre 60 Percent wEAtotal sdles,oseles vofeclags. TH 30 
percent, and sales of Class III 20 percent. Then a group of producers 
in the market carrying its share of the surplus would receive per hundred— 
weight the following: 


60ppounds asi ObassoT @® $2,00 -- 20 
20 pounds as Class II @ 1.50 Tankel ~ 30 
20 pounds as Class III. @ 1,00 = 220 
Composite price per hundredweight- $1.70 


In order that at producers will continuo to deliver enough and 
the right quality of milk required for ie Peniaelasse: Td a twie 
assumed that they must receive at. least $2.00 and $1.00, respectively, 
But, in the short run, with a fixed = ites ie this group of producers 
decides that by cutting its Class I price-inthe city trcan ect rid of 
Some of its surplus milk which it docs not need to cover.the daily fluc- 
tuption! ine: salle slit hat. solid aalf its surplus milk for fluid milk: to 
"chiseling" handlers at-.a price of $1.75, which is somewhet below the 
established Class I price but above the Cliets II price, and yet 
continue to get $2.00 per hundredweizht from its regular customers 
(a practice not uncommon in mony milk markets, particularly in the 
wholesale. trades), then the return to these producers would be: 


60 pounds as Class I @ $9.00 at ($2:20 
10 pounds as Class I @ 1.75 os “175 
ao? Pound] ps. Class TI. Gs 1.50 3 ae? G4 SO 
LOmpounds:. a8) Class. TIT) f@4.1y00 .. > we GO) 


Composite price per hundredweight ~ (SY 956 
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‘This group mei thus have adaware eh the neticae and yet, by so 
doing, will have increased its composite price to producers by $.075 
per hundredweight. If the producer were ‘selling to a.handler he 
might refuse to pay the full increased returns and pqceket the increased 
return, 


But this.group could increase its Class I sales, assuming no in- > 
crease in total Class I sales in the market, only at -the: expense of other 
producers in the market. The other group of producers in the market 
Would now receive only: 


50 pounds as Class I @ $2;00°* i SST 00 
20 poundssaseClassult @ L250 = «30 
30 pounds aS Class III @ 1.00 = ,50 
seapanl ts price per hundredweight $1.60 


More than likely, however, in order to retain its fluid milk sales 
and maintain its price to producers, this second group, as all others 
Similarly threatened, would lower its price to whom the cut-price milk 
was offered. Eventually, before the cut—price group finally succeeded in 
selling the milk, it might have offered it to several customers and 
thereby have forced down the price on. flvid milk sales on many times the 
volume..of milk which*itchas to offer’ “In this waythe price for fluid 
milk in the whole market is forced down to a lower level. It is by this 
method that competition forced the price of fluid milk down to a point 
where the quality and emount of such milk was jeopardized. The proposed 
marketing agreement attempts to eliminate such practices among handlers 
by requiring them to pay. for the milk according to the use made of it 
“and among producers by equitably distributing the proceeds of sales among 
all producers in the market. 


The actual operation of the plan to apportion sales among pro- 
ducers works exactly as-if all handlers paid into the market pool the 
total value of: (1) their Class I milk times the Class I price plus 
(2) the Class II milk times the Class II price plus (3) the Class ITI 
milk times the Class [II price. The total amount of this pool is then 
divided among producers according to some equitable plen, which, for 
this market, is a basc-rating plan. The market administrator's office 
acts merely as a’clearing house for the transactions. 


There remains ‘room for competition emong producers to make addi- 
tional gains for themselves. through superior quality and efficiency be- 
cause the prices established are minimum prices. And after the milk has 
passed tne recciving room door the handlers and cooperatives compete 
with each other on the basis of efficiency and eny gsins so made are. not 
Shared with the rest of the market. 


The actual mechanics of computing the total value of the poo iia 
provided in Article VI and Section I of Article VII of the proposed 
marketing agrecment and proposed order in the following menner: 


The Stor eensen article VJ. of the proposed marketing agreement 
end proposed order relate to those handlers who are also producers,. 


i 
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Section 1 provides that in the case of handlers who are also producers, 
and purchase a part of their milk from other producers, the market adminis- 
trator shall, before making the computations necessary for the determination 
of the amounts to be paid to those other producers, (a) exclude the amounts 
of milk purchased from otner handlers, (bd) exclude from their Class I and 
Class I] milk 95 percent of their own production, and (c) exclude from their 
Class III milk the other 5 percent of their own production, The division 
of tne producers! own production into two parts, one containing 95 percent 
-and the other 5 percent -- 95 percent being excluded from Class I and Class 
II sales while’ the 5 percent is excluded from Class III sales--is justified 
by the fact that an estimated 5 percent of the milk produced on the handlers! 
own farm may be lost in waste and shrinkage and that it: would not be reason- 
able for the market administrator to allow the handler such waste and 
Shrinkage, from his Class I and Class II sales in calculating such hand- 
ler's payments to producers. Since all other handlers purchase milk in a 
specified way from producers, and since the milk produced by a handler is 
necessarily intermingled with what he may buy, it is necessary to specify 
the relation between milk produced and mill: purchased, 


Section 2 provides thet milk sold in bulk by a handler who is also 
a producer to another handler, which is sold or used as Class I or Class II 
milk by the purchasing handler, shall, in arriving at the amounts to be 
paid for it ‘by the purchasing handler, be multiplied by the difference 
between the Class: III price and the Class I or Class II price, as the case 
may be, end the resulting amount shall be added to the total value of 
milk otherwise computed. J justification for the treating of producer- 
handlers in this way is given in a following scction. 


Article VII ef the proposed marketing agreement ‘eh Beebo ed, oricr 
is purcly administrative in nature but necessary in order to sct forth 
definitely the procodure by which the market administrrtor is to translate 
the class priccs into uniform prices to all producers, with the adjust- 
ment to apportion equitably among producers the total value of midi for 
each delivery period according to production during a representative 
period of time’, 


Section 1 of this article provides for ‘the computation of the 
total value by classes of all the milk purchased by any eee to de- 
termine his total obligations to producers for milk purchased. This done 
by combining into one total the obligations computed for all handlers 
who are not in arrears as to any payment for the previous delivery 
period. Thus is made up the total market pool or the total amount of 
money to be distributed by means of the uniform prices. If a handler 
Should fail to pay into the market administrator that part of his total 
obligation which is to be paid to producers by way of the market admin= 
istrator, the paying out of the pool will be reduced by that amount, 

If a handler has so failed in one delivery period, it is reasonable to 
expect that he may repeat his failure in the next, Experience in operating 
market pools under licenses has shown that handlers will tend to make 

their reports and then fail to make the payments, making necessary a 
further guide to the makeup of the pool than that of having a report 

in hand. Such aq procedure, prescribed for the market administrator, in 

no way relieves the handler in his violation of the order, penalties 

for which are provided in the Agricultural Adjustment Act, as amended. 


Tne next step in the process is to provide the means by which this 
total pool snall be paid out to producers. To accoinplish this a base-rating 
plan is: proposed. 


B.. Base-rating plan proposed 


Section 4 of article VII of the proposed marketing agreement and 
proposed order provides for a base:‘rating plan for. the purpose of paying 
out tor all producers according to production during a. representative . 
period of.time, the total ‘value.of milk for each delivery period. The 
‘base of each producer is proposed to. be a quantity of milk for -eacn> age 
Lavery period calculated as follows; - 4 

che ineae Effective from the ar feptive: date of the marketing agree- 
~ment and order up to and including June 30, 1936, multiply ‘by the 
- number . oF days on waich each producer le laweren milk in bulk to 
nandlers during each delivery period, that figure which is ob- 
tained by dividing the total milk delivered in bulk to’a-nandler 
during the period of time November 16,1935 to February: 15; 1936 
inclusive oy the number of days such producer delivered milk in 
that period, and take, such. a percentage of the result as will make 
the total of such figures. ror all producers approximately equal to 
115 percent of the average Class I and, Class II milk “per day sold 
DOPEBE the fourth calender quarter of the calendar year 1935 by 
*ehnendlers to wnom such-milk was delivered. 


Y ae for, cacn, cale nar que, ter subsequent. to June 
60, 1956: “Multiply by. the number. of days on which such producer 
delivered milk in: bulk to handlers aula the, dslivery period that 
figure which is obtained by dividing the total deliveries of cach 
producer. notin ‘excess of his.base during the next preceding cal- 

ender quarter by the number on days in the next preceding delivery 
seek FLO ne gees ey he by such a percentage as will make the total 
“or tae figures -fort all. producers equal to 115’ percent of the avorage 
Class T- ond Class II.milk per day sold during the! fourth calendar 
quarter of .the next prec cai ns Le veer by handlers. to whom 
such milk was delivered. sy ; 

‘3. If a:producer who. is not’ a handle rr did not del Liver milk 
during. the period on which ‘the base is to be estrblished then tac 
base for such producér shall be vignty-five porcent of the total 
milk delivered by him in bulk to handlers ae tne delivery 
period. 


Heretofore the discussion has: show that all milk in the phic 
is priced to handlers “Ln eccordmesc With tac purpose for which tho milk 
Was used. by them, and. that. all proceeds fromthe selo of milk aro Bie 
The economic basis for such pooling and pricing hes been pointed out in 
deraid. in provious discussion and in tho paper by Geumnitz and Reed in 
Appendix A. The next stcp in. the proposed marktting plan is-to provide 
Some mcans of equitably spportioning ‘the proceeds of the. sales of ali) 
Milk of oil hendle rs ait Sag a ea rmong ae producers in the:-marke 
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The plen proposed is the type of plan commonly known as the "base 
rating" or "base surplus" plan. This plan provides a means by which each 
producer shares: equitably in the fluid milk and cream market. . It has 
been pointed out that in most markets the sales of fluid milk and cream 
vary much less on a seasonal basis than does production. Hence during 
the short season of production milk produced in the supply area is more 
nearly equivalent to the fluid milk and cream needs of the marketing area 
than is the case in the flush seasons of production when production is 
considerably in excess of fluid milk sales. The production of individual 
producers making up the total production of the market varies ea 
with respect to seasonality of production. 


Many producers who have long been producing milk for fluid milk 
consumption produce a fairly constant volume of milk throughout the year 
and hence their milk is much more acceptable to the fluid milk distribu 
tor because then he does not need to carry any excess milk with the 
accompanying expense of equipment to’ utilize such milk nor does he need 
to incur expense and trouble of adding producers in snort seasons and 
dropping them in flush seasons. He can adjust his purchases of milk to 
his fluid milk and cream sales much more economically and cfficiently. 
Hence the calculation of ¢ producer's base on the basis of a season when 
production is short and’ milk is more in demand by handlers for the fluid 
milk and cream trade is an equitable means of prorating the proceeds of 
fluid milk and cream sales to producers for it is only that amount of 
milk that he can be depended on to produce every month of the year. 


Producers are at liberty to increase or decrease their production 
of milk at my or all seasons of the year. It is probable that some pro- 
ducers will find that it is profitable for them to produce more milk in 
flush seasons and others will find it more profitable to produce more 
milk in the short seasons. Others may find it more advmtageous to 
produce an even flow of milk throughout the year. It is the production 
of this last group of producers which is of grestest demmnd among hand- 
Pers. The percent of feed purchased, the percent of cattle-purchased, 
and the type of farming practiced by a producer, or some of the factors 
that will determine which is the most profitable seasonality of produc-— 
tion for him. ; : 


That the base-rating plan is a commonly accepted market mechanism 
is evidenced by the large number of milk markets wherein the’ procoeds of 
sales to nandlers are prorated to producers through the base-rating plan. 
On the basis of available information, it appears that the base-rating 
plan was started in Baltimore, Maryland, in 1918. Since that time, the 
base rating plan has been instituted in-a large number of important milk 
markets, and has come to: be recognized as an-equitable method of prorating 
to producers the proceeds of sale to handlers. (See Table 33,) Table 
44 shows the number of markets operating under the base-reating plan, by 
years, 1918 to 1934. The use of this plan of prorating to producers the 
proceeds of sales to handlers Spread slowly and by 1929 ton markets wore 
operating under the plan. By 188e, the number of markets operating under 
the plan hed increased to 27, and in 1934, 34 markets were operating under 
the plan. The development of the baseernting plan has not been Limited 
to any one section of the country, © 
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: According to the figures given in Table 33 markets in 17 States were 
operating under the plen. The States included, among otners, such widely 
separated States aS Massachusetts, California, Georgia, Oklanoma, and 
Michigan. 


As was indicated in Part IV (see Table 7) the production of milk for 
the marketing area has been at all times in excess of the fluid milk and 
cream requirements and at times runs much higner than is required to 
meet the daily fluctuation in demand for fluid milk and cream. The average 
smount of surplus in the market during the year 1935 has been about 15 
percent. Such an excess is considered to be adequate to take care of any 
fluctuation in seles.. Thus if producers would supply at all times of tne 
year 115 percent of the Class I and Class II sales tnere would be a very 
economic and efficient handling of milk in the markevw. 


The base-rating plan is not a new feature in the Kansas City, 
Missouri Marketing Areas The benefits of such a plan were recognized and 
such a plan adopted by the Pure Milk Producers Association in January 
1931, over two years before any Federal program was proposed for the 
market. ) 


Hach producer was allowed to make his: own base for the calendar 
year 1931 which was to be the average of his production in October, Wov-. 
ember, and December 1980. The total amount of the sales ofthis produc— 
tion would constitute: the amount of base milk in the market for which 
handlers were to pay the base price and the total bases of individual 
producers were not to exceed. that. amount at any time during tne year. 

The apportioning of sales among producers was also accomplished by trans- 
ferring producers between dealers so that an equal percentage OL Gack. 
patron's bese would be sold as fluid milk and cream. The total snount 

of base milk on the market was adjusted from time to time to cnanges 

in the sale-of fluid milk and.cresem, At the time of the public hearing 
held in July. 1933 the amount of daily base milk in. the market was 

194,000 pounds. 


The same bases as were in effect at that ewes ré.. provided for 
in the Federsl License made ee March’ 16, 1944.. Provision wes 
also made to establish equitable bases for the producers wno had no 
bases: at that time. As far aS was practicable the market administrator 
was to’ adjust total bases in the market to equal total Class I and 
Class II milk.. Provision was also made for adjustment of individual 
producer's bases if for three consecutive months nis average delivery 
of milk were less than’ 74 percent of nis base to equal such average 
monthly delivery, .This,last.sprovision: was, l¢ ter revised on Jul Tus 
nOSoyeto provide! thatiif)for-any four. consecutive delivery, periods fis 
average delivery of milk were less than 80 percent of his base an ad- 
justment would be made in such, producer's base so that ais new base 
would cqual such average delivery, . 


There is no provision in the proposed marketing agreement and 
proposed order for a specific. adjustment of a producer!s base oe 
ashll producers! bases are adjusted each calendar quarter to equs’ 
115 percent of the average Class ] end Olass IT. milk pen day reccived 
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Table 33: Milk markets operating with base-surplus plans 1/ 
as a part of the market structure, and date of 
institution of base-Surplus plan on these markets, as of 
February iy) lvoe 


Market '" State «|: Effective date : oplan’ Was established 
itesibe of license ( approximate) ee 
Philadelphia 2/ : Pennsjrlvania ; hues eo, L233 L919 
Chicago ‘ Tllinois | Repu), 2OS4w re 1929 
Des Moines | ‘ Towa . Feb. 14, 1934: 4 Md ssok LOS ORSs 
Omsha-Council Bluffs Nebraska-Iowa | Feb. 23, 1934. !Feb. 23, 1934 4/ 
Evensville “) Indiana ' Feb, 26, 1934 : 1932 
St. Louis i . Missouri tar. 2; 1964-4 1930 5/ 
Boston | Massachusetts ‘oMar.-16, 1934 60 ev. s 31980 6/ 
Lincoln ' Nebraska Li Met ae t, & eos 1934 
Wichita + Kansas Marsa, 19S4y bMarg-17,/ 1 19342/ 
Greater Kansas City: Missouri-Kansas! Mar. 17,°1934 1931 
Detroit ‘ Michigan ier eied Loses: 1923 8/ 
Newport : Rhode Island : Apr. 1, 1934 1923 
Providence ue el " mrp WyOLISA ee 1931 
New Bedford | ‘ Massachusetts : " " Mo. ; 1931 
Fall River " Pe pln) eet a 1931 
Richmond : Virginia S Mey -1,-1984 1930 
Leavenworth ' Kansas ‘ May 16, 1934 ‘May 16, 1934 
Quad Cities  ioWa-lilinois  i.June 1, 1934 <July 1933 9/ 
Louisville : Kentucky “ul DS ee 1929 10/ 
Los Angeles : California “a aa | Feb, 1926 11/ 
Ann Arbor ' Michigan edly Gl; 2eGa ys 1922 12 
Alameda County ‘ California a a! ees 1930 
Battle Creek : Michigan yo nom Sept. 1933 
Bay City " 1 WW Bo ‘May 3, 1934 
Flint "1 yt T " yo tt 1934 
Grend Rapids N ee hel : 1923 
Kalamazoo " oe a " " 1933 
Lansing " es 1930 13/ 
Muskegon " oe fel toe ey 1930 
Port Huron " rage noon sala Ly 1934 14/ 
Saginaw " peng Wt 1927 
Baltimore ; Maryland | gue, 1, 1934 : 1918 
Savannen : Georgia ' Aug, 16, 1934 : 1929 
Tulsa ‘ Oklahoma ane, PL, 1984 ~Nov, 11, 1934 26/ 
San Francisco ' California pect (asc .ees 4% 1930 
Southern Illinois ‘ Illinois : Nov. Lj eee 1962 
Atlonta | Georgia piers PT arnaes.” 1932 16/ 
San Diego ) California Petey, Ay, Jbeiee 1932 
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Compiled in most cases from transcripts of hearings for proposed marketing 
agreements for milk, 

1/ Sponsored in every case by a cooperative association of producers in the 
market. 


Continued. 


Operating under the "old! license policy. 

Base-surplus plan dropped from license December 5,1934, 

Apparently no base-surplus ‘olen prior to tne license, 

BZase—surplus plan discontinued under license as of November 16, 1934, 
There nad been in effect for several years another plan prior to the 
present, one, 

No base-surplus plan prior to license. 

Horner, J, L., Michigan State College, Special pal lena No. 170, pareucie. 
Abandoned in March 1934, Added to license September 1, 1934, 


Introduced about 1929 but discontinued in fell of, 1930. Reestablisned Liles 


Tater Years. 

Source: U,S.D.A,. Technicsl Bulletin io. 179, Cooperative Marketing of 
Fluid Milk, by Hutzel Metzger. : 

Abandoned after several years. Reestablished in 19380, 

Operated only temporerily. Effected again in June 1934 

The base-surplus plan had been used over a small part of the market for 
Several years previously. c 

astablished as a liceise feature November 5, 1934, 

Two early attempts fsiled, ‘Reestablished in February 1934, 
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Table 34: Number of milk markets wherein base-surplus plan was 
instituted during the year, and cumulative total, 
1918~1934, inclusive. 
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fife Number of markets whe re basé-surplus plan , Cumulative | 
= vn NBR ES eRe O UNS DEERE ee 
1918 : 1 : ’ 
1919 : 1 | : 
1920 ; : s 
Tosi eae ! 2 
ee pel : : 
abe ait 6 
roger : 
1925 : é 
1926 : 1 ‘ 
927 1 
1928 : : 7 
1929 : 3 : es 
1930 ° 3 : 
1931 2 ; = 
1932 4 : sh 
1938 3 : phe 
1934 5 : af 


Table 34, The data are incomplete in that no information is available 
covering all milk markets. The data given in tne above table are taken 
from transcripts of hearings on milk licenses, and four markets operating 
under a base-surplus plan were excluded due to lack of information witn 
respect to the date the plan was instituted. 
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by handlers from producers during the fourth calender ouarter of the next 
preceding celendar year. 


Thus the base rating plan provided <djusts all bases in the market et 
to an amount of milk wnich would adequately care for the fluid milk and 
cream sales in the market even during the snort seasons. There is nothing 
to prevent a producer from making nis deliveries of milk at any season 
and in any amount that he wishes. The plan, however, goes teke cognizance } 
of the economic fact that milk produced in a.constant amount from season 
to season is ‘in greater: demand by handlers of fluid milk and cream than 

hi 


milk produced with a h seasonality. 


The actual computations by which the prices to be paid producers 
for their base milk are to be calculated as outlined in the proposed 
marketing agreement and proposed order in the following manner: 


section 2 of Article VII provides for the computing of the payments 
per hundredweight, uniform, with stated adjustments, to all producers 
delivering to handlers, which will distribute the total value of mite 
received from producers by all handlers. The market administrator is 
required to notify all handlers and publish the uniform prices in eifect 
for any delivery period on or before the 7th day efter the end of such 
delivery period. The market administrator is thus allowed two dcys 
from the time of receiving reports of handlers for the neccessary compu- 
tatiens. The announcement of the price on this date allows a period oF 
three days after recciving notice of the price before payment is re— 
quired to be made to producers as a rensonable time for the clerical 
work neccssery on the part of handlers in proparing checks and state- 
ments for distribution to producers. 


& 


t 


Having determined the totrl amount of the pool, eccordine to the 
method described previously, it is necessary next to add to the emount of 
the pool the differentials wnich are to be subtracted from the uniform 
prices. These differentials are provided for in Section 4 of Article 
VIII and are for the purpose of compensating producers in sccordrnce 
with the diffcrent points at which their deliveries of milk are made, 


Since country stations are locsted at a distence from Kansas 
City, varying from35 to 67 Miles, 1t is necessary also to adjust the 
payments to produccrs of esch country station by the amount of a fair 
trucking charge from that point to the Kensas City market. The differ- 
entials for country station and tranSportation provided in the nroposed 
marketing agreement and proposed order sre as follows: for country 
Stations located between 30 and 45 miles from the City Hall in Kensas 
City, 17 cents per hundredweight, and for each additional 10 miles or 
part thereof, an ndditional 1-1/2 cents per hundredweight, for that 
quantity of milk which corresponds to the producer's share in’ the Class Ff 
end Class II sales ofithe markét in his basc. The allowence, is made on only 
such amount of milk rather than on all base.milk for the reason that 
part of the base milk’ will be used for Class’ III for which no such 
allowance is proposed. As has been shown in discussion of the pool 
computations, however, the blended price reflects the pooling of 2ll such 
charges ond the economies effected in utilizetion of the milk requiring 
the smallest transportation. 


It is also necessary to subtract the total amount to be Paid to 
producers for that part of their production which is in excess of their 
bases in order to determine the total value of base milk. 


Such excess milk is to be paid for at the Class III price so 
that the total value of such milk will be merely the amount of such 
milk multiplied by the Class III price. a 

There is now left in the pool the amount of money to be divided 
over all milk which was delivered by producers not in excess of bases. 
This sum is divided by the amount of delivered bases, the result being 
the blended price per hundredweight for base milk, This blended price 
is to be paid to all producers for milk of the same quality and grade 
subject only to the country station and transportation differential 
described above. 


C. Calculation of a sample pool, 


In order to present more clearly the most important calcula- 
tions involved in the computation of the total value of all milk and 
the blended price to be paid producers, an attempt has been made to 
describe such calculations in this Sectiom by means of-an example. 

For purposes of exposition it is assumed that there are only 
three handlers in the market: Hendler A who receives all his milk 
from producers at his city plant; handler B who receives some milk 
at his city plant located 35 miles from the City Hall and the rest 
of his milk at his city plant; and handler 0 who receives all his 
milk at his country station located 60 miles from the Opty wall. 


Hacn nandler reports to the administrator his receipts of 
milk from producers and his sales from which the administrator de- 
termines the classification as shown in Table 35, 


Tae prices assumed for milk used in each class are presented 
in Table 36, With these prices and Classification the market adminis- 
trator determines for each handler the total value of his milk and 
also the total value of ell milk in the market. These values are pre- 
Sented in Table 36, The total amount of $118,679, the total value of 
all milk in all classes, is to be distributed among all producers and 
nothing in the calculations from this point will affect this total pay— 
ment to be made by handlers to all producers. 


The next step is to determine the total valuc of the base milk 
in the market. All excess milk is to be paid. for at the Class ITT 
price so that the total value of such milk would be the total deliver- 
ies of excess milk times the Class III price, 4000.00 x $1.25 = $5,000. 
This amount is subtracted from the total value of all milk leaving a 
value of base milk cqual to $113,679 as shown in Table 36, 
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In order that there shall be a proper relation between the -value 
of base milk delivered f.o.b. tho city eid the base milkwdePiverca Tlogo. 
the country strtions beyond 30 miles from the City Hall, it ‘is proposcd 
that producers delivering their milk to country stations reccive for that 
percontage of thoir base milk wnich is in excess of the percentrge total 
Glass.I and.Class II milk in the market is of total delivered bascs and 
for the rest of their base milk they shall receive $.17 plus $.01-1/2 for 
each additional 10 miles beyond 45 miles less than the price received for 
pase milk dolivered direct to the city. In other words it. 1S tie came 
as providing that there shall be a nine 6c in tney prices foreach 
delivery ocriod equal to that percentage of $.17 plus $.0l- i for each 
additional 10 miles beyond 45 miles that is equal to the percentages tne 
Class I and Cless II milk in the market is of the total delivered base 
mili 3 in the market each delivery period, 


In this exemple the Chass Teed Classy]? milk dmethesmarre > is 
.9141 porcent of tho total delivered base milk (5,850,000 + 6,400,000) 
so that the differential at the country plant of handler B is $.1554 and 
at the plant of hendler ¢ $.1828. 


In order that there shall be: these diffcrentials In ane base 
price, the administrator adds to the total value of base milk the to-— 
tae Value of these difiere ntinls wnich in this cxemple is equal to: 


400,000 x .001554 ae $621.60 
700,000 x .001828 a5) 1,279 .460 | 
31,901.20 


The mathematical proof of this calculation is es follows: 


] 


Let x — the base price per cwt., f.0.b.e tho city 
then x-S.1554 n " " u " a " “country plant or B 


vf 


snd x-S,1828 eo t" " " It i " " " t oC 
end 3,400,000 = ™ (deliveries of Dase! milk a the city 

400,000 = " " I i te Nel enter ee 

700,000 = wu " M " i " " No ae 


oid  lid,G79 > tetalevalue of The base milk 


SO) Ula b: 


53,000x + 4000(x — $.1554) + 7000 (x — $,1628) S S118 1679 
64,000x = $113,679.00 + $1901.20. 
x & 18059 
x > {1554 = 1.6505 
x PG LBES Ve Seok 


The administrator then notifies handler A that the total value 
of his milk for the delivery period was $93,125 and that he is to pay 
direct to his producérs the following: 


50,000 @ $1.8059 = $90,295 
: 1875 
Tota = $93,170 
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and because the value of the milk of his producers.is not as gréatiae the 


value of tne milk,as used by, him, he,is to pay the difference of $93,125- 
$92,170 or $955 to producers through the administrator. 


He notifies hendler B that the total value of his milk was $13,104 
and,that he snould pay direct to his producers: 


$,000 @ JSlee0sgece. > “5417.70 

4,000 @ 1.6505 = 6602.00 

1,000 . Och logoum Sonaewelco sO.) 
Total =  §$13269.70_ 


The total value of the milk of the producers of handler Bis 
more than.value of such milk as used by handler B. In this case so that 
the producers shall receive the full value of their milk such producers 
receive tarough the administrator and their handler the difference of 
) $13,269.70 —~ $13,104 or $165.70. 


.The administrator notifies Hana Lleyn that they total. value ot 
his milk was $12,450 and that he is to pay his producers as follows: 


$11,361.70 
27 
$13,236.70 


7,000 @ $1.6231 
FOG ate Oban Se? 


Cot: 
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As in the case of handler B tne value of the milk of producers 
of hendler C is greater than the. value of milk as used by handler ¢, 
Hence he receives the difference of $13,236.70 - $12,450 or $786.70 
through the administrator to pay producers, 


Thus when all these transactions are cleared each nandler nas 
paid #ne Same price for nis milk and ¢ach producer has received an 
equitable apportionment of the total value of all milk. The adminis-— 
trator has received through the pool $955 and has paid out $952.40 
(the remaining $2.60 is due to the estimating of the final decimal points.) 
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Other Provisions of the Proposed Marketing 
Agreement and Proposed Order for the Kansas 
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City, ifissouri, Marketing Area. 


Tae remaining provisions of the proposed marketing agreement and 
proposed order are necessary for defining more explicitly and making = 
‘ ’ . . . . i] 4 
effective tne clessification and price provisions previously discussed, 


As The Kansas City, Missouri, Marketing Area 


As defined in the proposed marketing agreement, and proposed 
order, the marketing area includes the territory within the corporate 
limits of Kansas City, Missouri. 
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Tais area is intended to include all the areas which are affected 
by tne same supply end demand conditions end, from this point of view, 
constitutes one market. 


t 
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Tne population of nearly 400,000 people is largely industrial, 
engaged mainly in packing houses, railroad Shops, and flour mills. - The 
prosperity of the area depends to a very large extent on the income of 
agriculture in the surrounding area. 


The senitation requirements as established by the Kansas City 
Board of Health in Ordinance 41,500, approved December 20, 1920, regu- 
late the production and handling of milk for sale in Kansss City, 
Missouri. Thus all the milk sold in the marketing area as fluid milk 
and cream must meet the seme health requirements while those areas 
outside the marketing area either have no Senitation requirements or 
do not enforce rigidly the ones that they do have. All the producers 
for this market must be registered and inspected regularly by the 
health authorities, 


The marketing arca defined as it is includes all the area in 
Which operate all those handlers who are in competition with each other 
for the sale of milk from producers as defined in the proposed marke t- 
ing agreement, and proposed order. The arca defined represents the 
market where the factors of Supply and demand determining the price of 
milk to producers operate. All the milk entering the marketing area 
is of such similar quality that all enters into competition for the 
market. 


Be Reports of hmdlers 


Article V of the proposed marketing agreement and proposed order 
sets forth three types of reports which handlers are required to submit 
and provides for the verification of these reports. The necessity for 
all these reports and for their verification becomes apparent with the 
realization of the nature of a milk market end practical operating 
problems wnich arise in making effoctive the class price in the pay-+ 
ments to all vroducers of uniform prices which reflect the utilization 
of milk by all handlers.. 
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Section I requires handlers to submit reports on or before 
tne fifth day after the end of each delivery period, showing, in such’ 
detail and form as the market administrator discovers best fits the 
particular conditions, the information as to all milk or cream received 
by Nendlers ‘and the utilization or sucm mile, With ‘this’ information 
before him, the market administrator is able to determine for each 
handler the classification of the milk, the total payment to be made to 
producers therefor, and, after combining the total payments of all 
handlers, the uniform price which will distribute Such total amount of 
money to all producers who delivered the milk to all handlers. 


Section 2 provides for other reports with respect to producers 
delivering milk to a handler. These reports enable the market adminis- 
trator to secure needed information with respect to producers after a 
handler has newly become a party to the agreement or subject to the order, 
or to request information not alroady“in his: hands, woteh is: needed for 
full knowledge in order to effectuate and to determine the effects of the 
order an rebationeto (the moliey of the Act. The’ second report) provided 
for under section 2 requires that cach handler report to the market 
administrator upon first receiving milk from any producer who has not 
previously shipped’milk to that handler, in order that the market admin- 
istrator may keep his records up to date with respect to the producers 
delivering to cach handler. 


tion’ 3 provides for the regular reporting’ by handlers of their 
payments producers for’ each delivery period in tne’ form of a copy of 
the handler's producer payroll, Such a report expedites the routine 
checking of compliance with the marketing agreement and order end pro- 
vides in an economical way the information necessary for the market 
administrator to maintain adequate producer records. 
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Section 4 provides that cach handler shall permit the market 
A0minedtravor to verify the information contained in ali’ reports; tne 
importance of routine veritication of allvreports 1s readily understand— 
able in view of the intricate and detailed transactions which are 
inherent in the milk business, Where errors both wilful and accidental 
msy so readily creep in and afféct the returns to producers, successful 
operation of a marketing agreement and order will depend to a large 
extent upon the extent to which the market administrator assures himself 
of the correctness of the figures supplied him in the reports and of the 
correctness of the sampling, weighing and testing for butterfat of the 
milk which is delivered by ‘producers, Such routing verification is thus 
extremely necessary for the effectuation of the provisions of the 
marketing agreement and order. 


C. Payments to Producers 


Article VIII of the proposed marketing agreement and proposed 
order provides that the minimum class prices shall be paid by handlers, 
for cacn delivery period not later than the 10th day following the 
delivery period, in the form of uniform prices to all producers, subject 
to specified adjustments such as sre authorized in the Agricultural 
Adjustment Act. The adjustment wnich most affects the returns of any 


: ‘ hate es he eee 
producer is that adjustment depending upon deliveries of milk of a 
producer during a representative period of time,. which gives rise to the 
base rating plan already discussed. 


Paragraph 1 provides that each producer snall be paid for milk 
delivered not in excess of his base, the blended price subject to the 
country station and transportation differentials described above and a 
butterfat differential. This butterfat differential is provided for in 
section 3 of thi: article and represents a compensation as between pro- 
ducers who deliver milk of identical characteristics except ‘for a differ 
ence in butterfat content. This differential amounts to $.04 per hun- 
dredweignt for each one-tenth of one percent variation from 3.8 percent 
butterfat content. 


Paragraph 2 provides that producers shall be paid for milk in 
excess of vase, at the Class III price, 


Paragraph 3 provides for the completion of the payment by each 
handler of the full classification value, but no-more, of the milk 
received by a handler as the handler made use of it by paying to or 
receiving from the market administrator the difference between his 
Payments direct to producers and the classification value of his milk. 
Thus when all the payments set forth in article VIII have been made, 
each handler has paid thefinimum class prices uniformly with all 
other handlers, and producers have received uniform prices for milk 
delivered subject to the Specified adjustments which translate a 
mathematically uniform price into practically uniform returns wep 
accordance with the situation of the producer, ; 


There is a contingency, however, that not all of the handlers 
will make the portion of the payment to producers through the market 
administrator which is prescribed in section 1 of article VIII. To 
cover sucn a contingency the market administrator is authorized, ar- 
ticle. VIL, Section. 2, Paragraph 5, to withhold from the rate per 
hundredweight an amount between 4 and 5 cents. This deduction from 
the blended price is not a deduction but a deferring of the full pay- 
ment until the money is sure to be in hand. 


Paragraph 6 of the same section and article is a& companion to 
Paragraph 5 and to section 3 in providing for the distribution of all 
money in hand for producers up to the next preceding delivery period but 
one. By this means all of the collections for which the 4-5 cents was 
Set aside are distributed each delivery period (one delivery period 
intervening) as the collections are made. It is more important to 
consider these three provisions in the light of the practical opera- 
tion of the plan. Inevitebly, some reports will be late, some pay- 
ments will fail to resch the market administrator on time, and errors 
will be made in both reports and payments. These three provisions 
give the market administrator a method by which to meet the practical 
problems which will arise in connection with the pool and still pre- 
serve practical equity in the distribution of money as between producers, 
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The blended price announced by the market administrator, therefore, rep- 

resents the pooled utilization of milk for the delivery period less 4-5 
cents, plus whatever hitherto uncollected money has come into the marae t 

administrator's hands for previous delivery’ periods, 


D. Producer—handlers 


The extent to which the handling of milk of producer handlers is 
regulated is presented in sections 1 and 2 of Article ViVend Secvion, o oi 
article VII of the proposed marketing agreement and proposed order. ‘The 
mechanics of the calculations have been described in the previous sections, 
In effect all bottled milk sold by such handlers is to be excluded fron - 

egulation. All bulk milk of such handlers‘for whom no base is established, 
bought by other handlers is to be pooled at the difference between the 
Class III, and the Class I and Class II price according to the use made 
of such milk by such purchasing handler. If a producer-handler purchased 
milk from other producers, then: he is to be: allowed to have deducted 95 
percent of his production from his Class I and Class II milk and the re- 
maining .5 percent from“his’ Class IIT milk. 


For producer-handlers who have established regular deliveries of 
bulk Bie 4 to other handlers and for those who desire to do‘so; there is 
a provision allowing them to have a base éstablished for such deliveries. 
At the request of such handler and for whom there is no record upon which 


to establish a base as for other producers, then the base of such producer-—' 


handler for each delivery period, shall be calculated as follows8: divide 
the total amount of milk delivered by such producer in the 6 delivery 
periods preceding the request of such producer for a base by the number 
of days in those 6 delivery periods and multiply by the number of days 
upon which he delivered milk during each delivery period for a full 
Calendar quarter subsequent to the producer~handler's request. After the 
first calendar month, such produccr-handler's base is to be computed 
Similar to tnat of any other producer. 


The reasons for regulating the milk of such handlers in a differ- 
ent way than the milk of other handlers are many. Chicf among them are 
the following: 


Market acccptance of producer—handlers. 

Difficulty of recognizing in any other way the particular 
advantages that should accrue to a producer—handler due 
to his 
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a. Nearness too market, 

b. uniformity of production, 

Cc. ‘adjustment of production’ to 
the changes in demand, 


In the Kansas City market there are some additional considerations 
due to the rigid healtn requirements imposed upon the production eae dis- 
tribution of raw milk. 


l. Producers of raw milk must maintain extremely 
Sanitary premises. 


ae, The bacterial content must bé ‘below 10,000 per c.c. 
5. The milk must be bottled on the farm. basi 


4, Employees must be examined once a month by.« 
competent physicians. 


All of these requirements materially increase the cost of produc- 
tion as well as distribution of raw milk. Due to these requirements, there 
has developed a distinct preference for either raw or pasteurized milk:.on 
this market so that producers of raw milk and’ producers of pasteurized milk 
are serving peculiarly distinct markets. This in turn has made it neces-— 
Sary for producer—handlers to create a clearing house among themselves 
for the purpose of meeting the fluctuation in market demand and mekes it 
impossible for them to impose the burden of the fluctuation either upon 
other producers or other handlers. But the Way isvletiopenator Guch 
producers to establish themselves as regular producers of. bulk milk for 
the market and to be peid similar to any other producer in the market, 


The proposed plan thus seems to give adequate consideration to the 
producér-handlers who are peculi’ arly circumstanced and who serve markedly 
different type of markets then the rogular bulk producers, 


EH. Inter-handler sales, 


Section 2 of article III provides that milk sold by a handler to 
anotner handler shell be presumed to be Class I milk provided thats. at 
Such selling handler submits proof satisfactory to the market administrator 
that such milk was actually sold or used by the purchasing handler other... 
than as Class I milk, then, and in that event, such milk shell be classi- 
fied in accordance with its actual use. 


One of the fundamental objectives of the proposed marketing agree- 
ment and proposed order is that all handlers Shell pay uniform prices 
for milk according to the utilization of such milk. The routes of milk 
from producers to consumers are so intricate and varied, and the milk 
Passes through several handlers, that as a practical necessity the milk 
must be classified at some focal point. in, the route. . In this way anly 
can the market administrator be assured that all handlers are paying 
for milk according to the use which is made,of. it. «Most. of: uthe Santer— 
handler seles are fluid milk sales so that it is reasonable to presume 
that all sales unless proven otherwise are Class I. Provision is made, 
however, that if such milk is used as Class hMyoreGlass fii then. the 
selling handler can, upon submitting proof satisfsctory. to the adminis- 
trator, pay the Class II or Class III price. for’ smweh mile. 


Hw Definitions 
1. "person" means any individual, partnersnhip,. corporation, asso-—- 


ciation, or any other business unit. In the milk industry, practically 
all types of business organization: are to be found, Hence, in order that 
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all nandlers subject to regulation in a milk: merket be regulated, it is 
necessary that all possible types of business Orgenization be specified 

and the pronosed Marketing agreement and proposed order’ be made applicable 
thereto. If this were not done, Some persons would be exempt from the pro-' 
visions of the proposed marketing agreement end proposed order, even though 
the character of their business were such that they were subject to regu- 
lation. This would operate to cause the regulatory aspects of the proposed 
marketing agreement and proposed order to: be discriminatory between 
different firms, and it is to obviate this, inequitable result that "per- 
Son" is so defined as to cover all: types: of business organization. *' 


2. "Producer" means any person, irrespective of whether such’-per-— 
son is also a handler, who produces milk in conformity with the health 
requirements applicable for milk to be sold for consumption as milk in 
the Kansas City Marketing Area. Mill which does not meet thése require- 
ments cannot legally be sold as milk in the Kansas City Marketing Arca, 
hence the handlers of such milk should not be subject to any proposed 
marketing agreement and proposed" order relating to “such milk. “But all 
milk which meets the health requirements is in actual or potential com- 
petition with all other such milk, and handlers of such milk must be 
Subject to any proposed marketing agreement and proposed order for’‘such 
to be effcctive in regulating the Handling of suc milk; 


4. "Handler" means any person, irrespective of whether such person 
1S a producer or an ‘association of producers, wherever located or operat 
ing, who (a) engages.in. such handling of milk, which is sold as milk oro 
cream in the marketing area, as is in the current of interstate or foreien 
commerce, or wnich directly burdens, obstructs, or affccts interstate 
or foreign commerce in milk ond its products. 


One of the major objectives of this proposed marketing agreement ~ 
and prososed order is to place all handlers on a comparable basis with .~‘ 
respect to the purchase price they are required to-pay for milk sol@ in 
the several use classes, “In.order to do this, all “compctitive factors + * 
in the market must be controlled send directed so that the market operates... 
efficiently end losses engendered by unrestrained, unfair competition are 
eliminated, In order that this major purpose mey-be accomplished all per- 
sons involved in the handling of milk emd its products in interstate com2 


be subject to the proposed marketing agreement and proposed order, All 
types of business setups and organizations, both physiccl md legal, are 
found. Hence, the definition of a handler mist’ be broad enough to include 
all tnose. persons who are in competition with each other so that no pro- > 
vision of tne proposed marketing agreement and proposed ordcor be discrim- 
inating in effect with respect to different firms or persons. 


G. Market Administrator and provisions relating thereto, 


1. Selection, removal and bond. In order that tho Secretary can 
be assured that the administration of the proposed marketing agreement 
and proposed order is being carricd out without ‘any bias in fervor of or 
against any group in the Kansans City Marketing Area, it is necessary that 
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he appoint the Market Administrator. This procedure has been followed in 
all Federal milk licenses, due to the fact that it has proven more feasible 
than other types of administrative organization. The person selected needs 
to be one of wide experience end one with complete understanding of the 
proposed marketing agreement and proposed order. In order further to 
insure unbiased administration of the proposed marketing agreement and 
proposed order, it is necessary that. the market administrator, selected 

by the secretary, be subject to removal by the Secretary and only by the 
Secretary. For further assurance to all concerned of the faithful and 
honest performence by the Market Administrator of his duties, the market: 
administrator is required to execute and deliver to the Secretary a bond. 
in such amount as the Secretary may determine, with surety thereon satis- 
factory to the Secretary. : 


@. Compensation. The Secretary, who selects the Market Adminis-— 
trator, should also be the one to determine e reasonable compensation for 
the market administrator he selects, The market administrator being 
necessary for the proper administration of the -proposeéd marketing agrees 
ment and proposed order, his salary is. considered an expense of adminis= 
EL OUION Hho : 


3.- Duties, In order that there shall be proper administration of 
the proposed marketing agreement and proposed order, the market adminis-— 
trator must: 


a. . Keep Such. books..and records as will. clearly reflect the Q 
financial transactions provided for in the proposed marketing. agreement 
and proposed order. 


In order for the Secretary to be assured, -and to assure 
producers end nendlers of proper administration of the proposed marketing 
agreement end proposed order, the books and records of the market admin- 
istrator must be subject to his examination at any and all times. Only: 
by being so assured can the Secretary know definitely that the proposed 
marketing agreement and proposed order are effectuating the policy of 
Congress aS stated in the Agricultural Adjustment Act. 


b. isin orderefor the, Secretary, to, be informed aaturnish suce 
information and verified reports as the @ecretary may request. 


c. In order to assure that his duties, for which the Secretary 
is responsible, are being properly carried out by his employees, obtain 
a bond for cach employee who handles funds entrusted to the market admin- 
istrator under the provisions of the proposed marketing agreement and 
proposed order. Most of the money handled in the Administrator's office 
belongs to handlers or producers, and the bond would cover possible 
losses to them. This insurance being necessary to the proper adminis- 
tration of the proposed marketing. agreement. and proposed order, the ex- 
pense of such bond should be a part of the expense of administration, 


de. Publicly disclose, except as: otherwise directed by the 
Secretary, tne name: of any.person who has not: 
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(1) Furnished security pursuant to’article XI of the 
proposec. marketing ayreement and »vroposed order. A producer, if his 
payments are to be insured by the provisions of article XI of the pro- 
posec marketing agreement and proposed order, is entitled to know and 
must know if the handler of his milk hag not met the terms of said ar- 
ticle. If this information is not disclosed to thé procucer, he might 
assume that the handler of his milk has filed security and that his pay- 
ments are being insured and it is the administrator's duty to clarify 
the situation. In this way only can the administrator fulfill the res- 
ponsibility he has of assuring producers that the payments for their milk 
are insureds It is equitable also to disclose to handlers the names of 
those handlers who are not sundlying their producers the same protection 
as those handlers who have filed security. 


(2) Made revorts pursuant to article V of the proposed 
marketing agreement and proposed order. These reports are the only way 
in which the administrator can determine in a reasonable length of time 
sales made by each handler in each class, etce These reports are necws= 
“sary in order that »~rices to »roducers be computed by the market admin- 
istrator and the purpose of the proposed marketing agreement and proposed 
order be effectuated. If the handler pays his ‘oroducers without filing 
these reports, other handlers and also the producers should be informed 
that thet handler had not filed reports and that the administrator could 
not cetermine if the handler had paid the correct price for his milk. If 
the producers are not so informed, thes might assume that they had been 
paid the correct price.. The administrator must make it Enovm that he had 
not verified the prices paid and, therefore, was not responsible for its 
correctness. : 


(3) Made payments pursuant to article VIII of the pro+ 
posec marketing agreement and-proposed order. The market administrator 
obtains information to compute the price that shall be paid by each nand- 
ler and also obteins information as to what ‘price was paid. With no 
notice to the contrary, a producer might assume that the price he received 
was the one to which he was. entitled, when, in fact, it might be different 
from what the market administrator had computed as being correct. Because 
the producer might make such an incorrect assumption, the market adminis- 
trator must notify such producers that the prices paid by the handler were 
not ,those computed by the market administrator. All handlers ‘will be in 
the seme competitive position only if they pa; the price as’ comouted by: 
the administrator. The other handlers in the market in order to be on 
equal competitive terms. should know the names of those compotitors who 
have not paid .the same price for their milk (subject only to adjustments) 
as they have. 


H. Deductions for marketing services’ (Article IX of the proposed market- 
ing agreement and proposed or@er). |” 
The Agricultural Adjustment Act, as amcnded, states that the Sec- 
retary, of Agriculture may. provide for marketing services as follovs, 
Meection 8c (5) (F) jets : | 


"Providing (i) except as to producers for whom such ser- 
vices are being rendered by a cooperative marketing association 
qualified as provided in paragraph (F) of this subsection (5) 
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for market information to producers and in the verification of 
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weights, sampling and testing of milk purchased fron producers 
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anc for making axpropriate deductions therefor from payments to 
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the types of service to be provided are specifically set forth, 
namely, checking of weights, sampling and tests of milk, and market in- 
formation. The former has a direct bearing upon the size of payments 
received.by producers, and, ‘in turn, the stability of the market struc- 
ture; the latter provides for the dissenination of such information to 
producers as will aid them in a better marketing of their products. 


Article IX of the proposed marketing agreement and proposed order 
provides for market service to producers. In section (1) provision ig 
made for a deduction of three (3) cents per hundredweight from the pay- 
ments made to producers, such monies to be expended by the market admin- 
istrator for market information and the verification of weights, sampling 
and tests of milk. Similarly, section (2) provides that if a cooperative. 
marketing association is found to be qualified under the requirements of 
Paragrapo F, section 8c (5) of the Act, and is properly rendering the 
services to producers enumerated in article IX, section (1) of the 
proposec marketing agreement and »roposed order, then the monies déducted 
by handlers from the members of such associations shall be paid over to 
that association. 


It is declared to be the policy of Congress, as stated in the a | 
Agricultural Adjustment Act, to recognize and encourage producer cooper- ae i 
atives. There is no restriction in the proposed marketing agreement and 
proposec order which would operate to the disadvantage of, or tend to sup- 
plant, their work, Rather, such services are encouraged by reason of a 
recognition that. the cooperatives, due to a close relationship with their 
members, probably are ina better position to render these services to 
their members than is the market administrator, 


Experiences of the. cooperatives have Gemonstrated that the renéer-— 
ing of marketing services to their members is a desirable feature in the 
proper functioning of the. market mechanism. Producers generallyeadov not, 
have available facilities to determine accurately the weight of their } 
milk. Neither are they in a position to test precisely its fat content. 
Yet, without verification of the weights and tests ag Getermined by the ; 
handlers, producers often question the accuracy of the prices) paid) theme 
Marketing services in the hature of check weighing and testing are thus i 
rendered because the producers. themselves Gesire that service. / 

Undoubtedly, spot checking of the purchases of milk of individual 
handlers by the market administrator would suffice in verifying weights 
ene tests, and, in turn, the accuracy of price computations. However, 
the producers, as statcad heretofore, desire more than this. Their pri- 
mary concern is that of ascertaining, not the general accuracy of the. 
weights and tests determined by hanélers to whom they deliver milk, but 
of the exact weights and tests of their own deliverics. 
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Table 37. xpenditures' from the markcting Sorvuce fund 
under License No. 40, Kansas Oitiy (ilissouri ) 
Sales Arca, July 1, 1935 - Decomber 31, 1935. 


Expense classification 


ar 


Salaries 
Testing and Toighing 
Arbitration cxpense 
Other cxpense 
Total cxpenditures for non- 


member producers 


Paid to oroducers! associations 


Total 


Average cost of non-member scrvice 


per hundredweight of milk 


oe 


Amount 


Dollars 


717.83 
379,41 
240.79 


DO U2 


1,428.04 


9,674.99 


T0808 
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Compiled from reports of th 
No. 40. ; 


darket Administrator,.Licens 
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The presentation of marketing information to producers has become 
& necessary adjunct to an intricate marketing »rocess. With this infor- 
mation producers are better enabled to adiust their production and mar- 
keting to current market conditions. The United States Department of (4 
Agriculture regularly furnishes information to producers in the form of : 
crop and livestock reports, outlook statements, etc. This service is 
maintained only because producers recognize it as indispensable. 


———— 


The dissemination of current market information, such as price 
1 3S z Pussies aS 
aspects of the market, local supply and demand conditions, etc., by the 
market administrator serves an identical purpose. 


A summary of expenditures from the marketing service fund under 
License Noe 40, for the period July 1, 1935 to December 31, 1935 is 
shown in Table 35. These figures indicate that a three (3) cent de- 
Guction is reasonable and adequate to cover the costs of those services 
which assure accurate payments to producers at the established prices, 
thus tending to aid in effeetuating the policy of Congress as stated in 
the Agricultural Adjustment Act. 


IT. dxpenses of administration (Article X of the proposed marketing 
agreement and proposed order). 


The market administrator must necessarily incur many expenses in 
his operations: he must maintain a personnel sufficient to (a) compute 
periodically the prices to be paid by handlers to producers, and deter- 
mine the adjustments from those prices, (b) record and audit the sales 
reports of handlers, and (c) provide for contact work with handlers and 
other parties in the market. 


Table 36 shows the cost incurred in the administration of Li- 
cense Noe 40 during the period July 1, 1935 to December Ob LOSE le 
total cost of administration amounted to $.01124 per hundredweight of 
milk pooled, whereas only $.01 ver hundredweight was provided in the 
Federal License. 
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for the Kansas City Missouri) Marxeting Area, provides that each han- 
dler pay to the market administrator a sum not exceeding tuo (2) cents 
Det nundredweight, the monies so obtained being used to cover the cost 
of administration of the proposed marketing agreement and proposed 
order. The exact amount per huncredweight is to be determined by the 
market administrator. In view of the experience gained in the adminis- 


Article. X of “the broposec marketing agreement and proposed order | 


tration of License No. 40, it appears that the maximum charge for meet-— “ 
ing costs of administration, two (2) cents per hundredweight as 

specified in article X of the proposed marketing agreement is reason- y 
able. 


Table 38. Uxpenditures from the administrative fund: 
under License No. 40, Kansas City (Missouri) 
Sales Area, July 1, 1935-December 31, 1935. 


nt ee 


Expense classification 


a a i ie ree, a 


Dollars 


Selarics ai, : Aeicieks ec) 
Legal expense : 576.00 


Rent cis ; : 300.00 


Travel expense 7 84.13 


General cxpense | : 444.69 


Total 5,304.81 


Average cost per hundredveight of milk: 
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Compiled from revorts of the Markct Administrator, License 
Noe 40. 
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THE PRICE STRUCTURE FOR MILK 
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Introduction 


One of the most important and perplexing problems encountered in milk 
marketing is that pertaining to the classification of milk. This problem is 
merely: one of many, although fundamental and probably the most important, 
that may and perhaps must be approached through a study of the price struc- 
ture for milk. 


This paper was written for use in connection with marketing agreements 
and orders for milk. However, numerous questions have arisen pertaining to 
the classification of milk, the price structure, and related problems, and it 
is for these reasons that this paper is made available at this time. - 

This analysis of the price structure has been developed under assump- 
tions of competitive conditions. Numerous details have been omitted in the 
interest of brevity and in order thst the discussion be suitable for general 
use. The analysis will be expanded as rapidly as possible, and the later 
phases of the work are to deal primarily with the price structure when tha 
assumptions upon which this paper is based are varied. 


The authors have received aid from several persons in the development 
of this paper. Dr. Warren C. Waite helped draft the paper in all but the 
latest stages of its development, and Dr. Harold B. Rowe contributed many 
valuable suggestions relative to the technique of the analysis. Others have 
made fruitful suggestions and have aided materia&lly in editing the paper. 
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THE PRICE STRUCTURE FoR MIL. FOR THE COUNTRY AS A WHOLE 


A complete analysis of the price structure for milk for the coun- 
try as a whole would fill a rather sizable volume. However, for the 
Purposes of this Paper, ST tas unnecessary to devcte a great deal of time 
and space to the developinent of such an analysis. All that is intended 
in Part I is to develop a rather general treatment 9f the price structure 
for milk for the country as a whole, in order that the analysis of the 
price structure for milk within a milk shed may be approached more satis- 
factorily. 


An explanation of the price structure for dairy products far the 
country as a whole involves consideration of (1) the conditions affecting 
the demand for milk, -and (2) -the -supply Characteristics of milk with 
respect to the localization of particular phases -of the industry and the 
interchangeability of milk between different dairy products. Likewise, 
an explanatian af the price structure for milk within a particular area” 
Or a particular milk shed involves consideration of (1) the nature of 
the demand for the different products derived from milk, and (2) the con- 
ditions affecting the supply of milk. ; 


A. The nature of the demand for.milk. It is well recognized that 
the demand for any commodity is a composite of the demands of the differ- 
ent groups of people who are ready to purchase different quantities of 

it at different prices. Similarly, the demand for a product such as milk, 


which is used-in the production of a number of different products, : is_ 
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nv In 1932 the total volume of milk used in the manufacture of dairy 
Products and used by the nan-farm population as fluid milk anda cream 


was distributed among the various uses as follows: 


Product Ne ee i Percent of total volume used 
Butter - creamery and whey 45.6 & 
Other manufactured praducts Lae e 
Milk used by non-farm population b 
as fluid milk and creain 41.2 b/ 


Total LOO. 


a/ Compiled from estimates of the production of manufactured 
dairy products, Bureau of Agricultural sconomics, U. g. 
Department of Agriculture. ~~ 


v/ Compiled fran istimates of Consumption of Milk and Cream: 
in Cities and Villages, Bureau of Agricultural Economics, 
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the aggregate or composite demand for milk in all uses. Thus, although 


. the different forms cr products in which milk is used are competitive in 


the sense that each use competes with all ether uses for a portion ef the 
total supply of milk, and the derived demands are rival or competitive, 
in the aggregate they comprise the total demand for milk. The nature of 
the demand for fluid milk is discussed at length in Part III of this 
paper. 


BR. The supply characteristics of milk. 

1. Localization of the industry. Although milk production 
is an impertant agricultural enterprise in practically every State in the 
United States, it nevertheless varies markedly hetween areas as to rela- 
tive importance and is highly concentrated in certain areas. An impor- 
tant factor in this connection is the fact that the transportation system 
has developed so that certain areas possess a comparative. advantage in 
the production of milk for use in the preduction ef dairy products that 
are readily storahle and transpertable, and others have a co.aparative 
advantage in the production of milk for fluid consumptien. Thus, Le 
States of Iowa, Minnesota, Nebraska and Wisconsin produced 44.8 percent 
of the total volume of creamery butter produced in the United States in 
1952 and 1933, ‘Wiseonsin and New York produced 64.8 percent and 2.1 
pereent cf the totel volume of cheese produced in the United States in 
1932 and 1933, respectively. of the total United States production et 
evapsrated milk in 1973, Wisconsin end California produced 53.3 percent, 
and the five States ef Wisconsin, New Yerk, California, Illinsis and Ohie 
preduced 70.0 percent. és In those areas wherein large urban centers are 
Situated, notably the New England and Middle Atlantic areas, as well as 
in the territery immediately surrounding other urban centers, the larger 
Part of the tetal volume of milk produced is utilized in the form of 
fluid milk and cream. 


&. The interchangeability of the supply of milk between uses. 
The milk supply of the country is interchangeable between uses, especi- 
ally so in the case ef manufacturing uses. In general, there is little 
difference between the quality requirements for milk used in the produc- 
tion ef evapwyrated milk, butter, cheese and other manufactured dairy 
Products, in addition te the fact thet milk is markedly interchangeable 
between the uses noted above as far as quality requirements are concerned, 
Pprecessing facilities for the different products are so intermingled 
geographically, and, in fact, are in many cases available in one plant, 
that the matter of the location of the preducer with respect to process- 
ing facilities for the different products 1s usually not important in 
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&/ Menufactured Dairy Preducts, Bureau of Agricultural Economics, 
United States Department cf Agriculture. 
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preventing producers from shifting their milk from one channel of dispo- 
Sal to another. Thus, should relative price conditions warrant, the 
producer can in most cases shift his milk from one use to another. In 
the case of those plants manufacturing two or more products, the 
producer does not have to shift his milk from one plant to another, the 
shift or change in the relative volume of milk entering the different 
uses being accomplished by the plant management, and for the same 

reason that would lead the farmer to shift his milk from one use to 
“another. 


The interchangeability of the supply of milk between milk pro- 
duced for use as fluid milk and that produced for use in the production 
of various manufactured dairy products is not sw marked as is the inter- 
Changeability of milk between the different manufactured products. 

This is due in large part to the fact that in mest milk markets milk 

used as fluid milk must be produced .in accordance with more stringent 
Sanitary requirements than is the case with milk produced for use in 
Manufactured dairy products. However, this factor operates, principally, 
to lengthen the period of time necessary for a preducer to shift his dis- 
posal of milk from manufactured dairy products uses to fluid use. The 
producer, in order to shift: from the production of manufacturing milk to 
the production of fluid milk, must equip his barn and follow the proced- 
ure with respect to sanitation that is specified in the health ordinances 
of the city or town in which he wishes to sell fluid milk. This invalves 
additional expense in producing milk, but, if the farm price of fluid 
milk is sufficiently above the farm price of. manufacturing milk, the pro- 
ducer will equip his barn and conform to sanitation regulations in order 
that he may sell fluid milk. Thus, although the degree of interchange- 
ability of milk between fluid use and manufactured product uses is less 
Marked than the degree of interchangeability of milk between the differ- 
ent manufactured product uses, producers can and do shift from the 
production of manufacturing milk to the production of fluid milk when 
price relationships warrant. Similarly, when the price of fluid milk 
declines to a point where it is not sufficiently high to cover the addi- 
tional costs of producing milk for fluid consumption, producers discon- 
tinue the production of ilk for consumption as fluid milk and produce 
milk for use in the production of manufactured dairy products. 


C. Factors affecting the general level of the prices of dairy 


products. 


1. Demand factors. Numerous factors influence the demind far 
dairy products, such as the volume of the money income of consumers, con- 
Suming habits, ete. Perhaps the most important of the factors affecting 
the demand for dairy products is the volume of money consumers have avail- 
able for the purchase of goods. Thus, the prices of dairy products vary 
directly with the income of consumers (assuming constant Supplies). The 
relationship between the index of the farm prices of dairy products and 
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whe indéxsor factory payrolls (taken as a measure of changes in the in- 
come of consumers) is shown in Figure 1. As was stated above, numerous 
factors affect the demand for milk. However, for the purposes of this 
Paver hel s unnecessary to discuss them in detail. 


é, Factors affecting the supply of milk. The changes in the 
volume ef milk that will be forthcoming from a given number ef cows due 
to changes in weather, pasture and crop conditions need no comprehensive 
treatment here, since it is obvious that sudden and wide variations in 
the weather, droughts and ather unusual weather conditions that operate 
to reduce or increase the quantity and quality of feed relative to the 
humber of livestock, all tend to cause variations in the supply of milk. 


Aside from the factors noted ahove, changes in the prices 
of dairy products relative to the prices paid by milk producers for the 
articles used in milk production, as well as changes in the prices of 
dairy products relative to the prices of other farm products, affect the 
volume of milk produced. In the Middle West, for example, changes in 
the prices of competing farm products have an impertant effect on milk 
production. An increase in the price of beef, or a relative decline in 
the prices of dairy products, is sufficient to cause large numbers of 
farmers in this section, particularly in the area west of the Mississippi, 
to turn to raising beef steers and heifers and let the calves suckle the 
cows langer than was the practice before the change in relative prices. 
In addition, in numerous cases where more than one livestock enterprise 
is followed on the farm, a relatively larger volume of the feed available 
is fed to livestock other than milk cows when prices of alternative live- 
Stock products become favorable relative to the prices of airy products. 


D. Relatianships between the prices of dairy products in 

Pere eer Ree ee 

Since most manufactured dairy praducts are readily transport- 
able, the price of a product such as butter tends to vary between markets 
by net more than the amount necessary to cover the cest of shipping the 
product (freight and handling casts) from one market to another. Thus, 
in Chicago, Illinois, situated in the large surplus butter-producing area 
comprising the East North Central and vest North Central States, the 
price of butter is generally lower than in New York city by an amount 
sufficient to cover freight and handling charges frem Chicago to New York 
City (New York ity being lecated in a deficit butter-producing area). 
The decidedly close relationships between the prices of butter in differ- 
ent markets are shown in Figure 2. 


The prices of cheese in different markets vary tegether (see 
Figure 3), partly for the samo reasons as those advanced above with 
respect to butter and also because af the possibility of shifting from 
cheese productian to the production nf butter, which is more widely 
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transported. ‘The seme relationships exist with respect to evaporated 
meliky 


In view of the foregoing, it should be evident that the mar- 
ket for the most important manufactured dairy products is national in 
Character and that the price of milk or butterfat used in the different 
products noted above in any particular area is closely associated with 
the price 46f milk so used in any other area. 


H. Relationships between the price of milk used in different 
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products. 


AS Was pointed out in B above, the supply of milk is markedly 
interchangeable between uses in the case Of milk produced for manufac- 
turing purposes and to a lesser extent between fluid milk and manufac- 
turing milk uses. This factor operates tn establish clase relationships 
between the price of milk in different uses, in the country as a whole, 
aS well as within areas. (See Figure 4.) Thus, although the price of 
milk produced for use as fluid milk is eenerally higher in any particu- 
lar area than the price of milk produced for use in manufactured dairy 
products (for the reasons advanced in sectian B and section Cc}, and 
therefore the market for fluid milk in any particular area may be con- 
Sidered as a local market, the price of milk produced for use as fluid 
milk varies. with the price of such milk in any other area and also 
Varies with the price #f milk produced for use in manufactured dairy 
products, both for the country as a whole and in the different sections 
of the country. 
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Part IT 


THE PRICE STRUCTURE FOR MILK WITHIN «A MILE SHED 


The terms under which milk is sold vary widely between markets. 
In soine markets, usually small markets located within a surplus area or 
with few or no sanitation requirements, producers receive the same 
price f.0.b. the market for all milk, regardless of whether it is used 
for fluid milk, cream or manufactured dairy products. In other markets, 
while producers receive the same price for all milk sold, this price is 
a weighted average price which is computed by adding tozether the value 
of milk sold to distributors in accordance with a schedule of the 
prices for milk used for various products, and dividing the total sum so 
computed by the total volume of sules to distributors. In still other 
markets, producers receive two or more different prices for different 
portions of the milk which they deliver, a weirhted average price for 
that portion of their milk sold as fluid milk end cream, and a lower 
price on the remainder, which is used in the production of manufactured 
dairy products. Again, producers may receive one price for that portion 
of their milk sold as fluid milk, another price for that portion sold as 
fluid cream, and still another price for that portion which is used in 
the production of manufactured dairy products such as butter, evaporated 
milk and cheese, : 


In this section, the relationships between the price of milk 
used for different purposes f.o.b. city, and the farm price structure 
arising therefrom, are examined in some detail. 


A. The price structure; uniform quality requirements - central- 


ized processing. 


For purposes of presentation, the price structure is examined 
in a hypothetical market, wherein factors operating to establish a dif- 
ferentiation in the prices of milk used, in the production of different 
dairy products are assumed to be non-existent. One «by one the factors 
operating to establish such differentiation in the prices of milk used 
in the production of different dairy products are considered, and thus 
the analysis of the price structure progresses from that of the highly 
Simplified hypothetical market toward thet of the most complex type of 
market. For purposes of analysis, therefore, it is assumed that: 


1. There is a freely competitive markét. 


&. Local delivery costs and labor are the same for all 
classes of product. 


7 


So. There is no variation in the volume of milk consumed in 
«- @ifferent forms. 


: 4. All milk, whether sold to consumers as fluid milk or 
' ‘other dairy products, is of uniform quality. 


Oo. All milk is brought tothe ¢ity in®fluid form, there vo 
be processed into the various dairy products. 


6. There is no variation in the volume of milk sold per farm 
from day to day. 


Under the conditions noted above, it is obvious that producers 
would receive the same per unit price for all milk brought to the market 


since each unit of the supply..is interchangeable with every other unit. 


This would be true regardless of whether the milk were sold to the consum- 
er as fluid milk, fluid cream, or manufactured dairy products. 


However, it is-well recognized that the butter and other manu- 
factured dairy products equivalent of a unit of milk can be transported 
long distances at very low cost per product equivalent of a unit of milk 


as compared to the cost of transporting a unit of milk the same distance, 


and can be kept in storage for a relatively long period of time without 
appreciable deterioration in guality. Manufactured dairy products are 
composed largely of milk solids, or, stated differently, they are composed 
of one or more of the constituents of milk concentrated to a very much 
greater degree than in whole milk. Thus it is more economical to produce 
the finished product, such as butter, cheese, etc., at a distance from the 
market and transport the finished product to the market, rather than to 
transport whole milk to the market and there process it into the finished 
product (unless, of course, the demsnd for all the products of milk in the 
market can be satisfied from the volume of milk produced in the area 
immediately surrounding the market). For example, one hundred pounds of 
butter contain approximately 80 pounds of butterfat, and one hundred 
pounds of 5.5 percent milk contain 3.5 pounds of butterfat. Assuming that 
transportation costs per one hundred pounds of product are equal, the cost 
of transporting butterfat in the form of butter and in the form of 35 per- 
cent cream would be about 1/28 and 1/10, respectively, of the cost of 
transporting butterfat in the form of milk. The reasons given above 
suffice to explain why manufactured dairy products are produced, in many 
cases hundreds of miles from the market, and shipped to the market in 
finished product form rather than being shipped to the market in the form 
of fluid milk and there processed into the finished product. 
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B. The price structure, uniform quality requirements ~ decentral- 


ized processing. 

For the purpose of considering the manner in which the trans~- 
portation factor affects the price structure for milk within a milk shed, 
the preceding assumption that all milk is brought to market, there to be 
processed into the several milk products, is now dropped and, instead, in 
addition to the remaining assumptions noted previously, it is assumed 
that: 


WW. £12 “thexandiee whichiis produced within 100 miles from the 
market is necded to satisfy the demand for fluid milk. 


2, All the milk. whieh is produced. in the area between 100 and 
150 miles from the. market is needed to meet the demand for fluid cream. 


3. All the milk which is produced within the area between 150 
and 200 miles from the market is needed to meet the demand for evaporated 
milk. 


4. All the milk. which is produced within the area between 200 
to 400 miles from the market is required to meet the demand. for butter. 


5, Transportation costs vary in, direct proportion to distances 
at the following rates per unit per mile: 


(a) Whole milk ail cent per hundredweight. 


(bo) The cream equivalent rapayen a) 6) pounds of SAS percent milk 
= 0.2 scent. 


(c) .The evaporated. milk equivalent of 100 pounds of 3.5 
percent milk - 0.1 cent. 


(d) The butter, equivalent of. 100 pounds of 3.5 percent 
milk - .05 cent. 


6. The farm value of skim milk exactly equals the cost of sep- 
arating cream from milk. | 


| 7, The f.0.b. city value of the butter equivalent of 3.5 per- 
cent milk (it is assumed that the over-run is necessary to cover the manu- 
-facturer's margin) is $1.00. 


Under the above assumptions the f.0.0. city prices that must be 
paid for milk in order to secure the volume necessary to meet the demand 
for milk, as well as the f.o.bd. city prices that must be paid for the 
eream equivalent and evaporated milk equivalent of 100 pounds of milk to 
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meet the respective demands, can be readily computed. Thus, with.the 
f.0.b. market price of the butter equivalent of 100 pounds of 5.5. percent 
milk at $1.00, the farm price of 100 pounds of milk which is converted to 
butter at a point 400 miles from the market is qi. OO less the cost of 
transporting the butter equivalent 6f£ 100 pounds of such milk to the mar- 
| ket, or 80 cents ($1.00 - (400 X #.0005) = 3.80). At a point 200 miles 
from market the farm price of milk used for butter is 90 cents ($1.00 - 
$.10 transportation costs = $.90). If milk is to be used in the produc- 
tion of evaporated milk at a point 200 miles from the market, the farm 
price of such milk must be 90 cents per hundredweight or ne farmers: will 
sell their milk to butter manufacturers rather than manufacturers of 
evaporated milk. The f.o.b. city price of the evaporated milk equivalent 
of 100 pounds of 3.5 percent milk will be the farm price of 100 pounds of 
3.5 percent milk at a point 200 miles from the market, plus the cost of 
transporting the evaporated milk equivalunt of such milk to the market, or 
$1.10 -($.90 + $220 = $1.10). ° Similarly, the farm price of milk used to 
produce cream at a point 150 miles from the city must be equal to the farm 
price of milk used to producs evaporated milk at that point, else farmers 
will sell their milk for use in evaporated milk rather than cream, and the 
f.o.b. city price of the cream equivalent of 3.5 percent milk will be the 
farm price of such milk at a point 150 miles from the. market plus the cost 
of transporting the cream equivalent of 100 pounds of 3.5 percent milk 
from that point to the city, or $1.25 ($.95 farm price at 150 mile-point + 
$.30 transportation costs to market = $l. 25). Similarly, the f.o.b. city 
price of 3.5 percent milk will be the farm price of milk used for cream at 
a point 100 miles from the market plus the cost of transporting fluid milk 
to the market, or 4 $2.05 ($1. 05 farm price at 100 mile-point + $1.00 trans- 


portation usin to market = #2. pies 


Therefore, under the conditions assumed ane prices for milk and 
milk products. f.o.b. ‘city would be as follows: 


1. Fluid milk - $2.05 per huncredweight. 


2. The cream equivalent of 100 pounds of 3.5 percent 
4 milk saa SLieco i 


3. The evaporated milk equivalent. of 100 pounds of 
3.5 percent milk ~ $1.10. 


4. The butter equivalent of 100 pounds me 3.9 percent 
® milk ~ %1.00 (assumed, but of course a different 
price f.o.b.. the market for the butter equivalent 
a of 100 pounds of 3.5 percent milk would be associ-~ 
ated with different prices for the other milk 
2 products than those computed above). 


Under the conditions assumed it is also obvious that milk would 
not be shipped to the city to be processed into the several dairy products 
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(except in case of error or lack of knowledge with respect to the most 
profitable channel of disposal, waich is not possible under the assump- 
tions set forth). Priees in the city would’ be-quoted for milk, cream, 
evaporated milk and butter. All milk brought to the city would command 
one pric’, cream anothér, etc. Thus, there: would be no differentiation 
in milk prices f.o.b. city. ‘ 


The farm price: for milk at any’given point within any partic-~ 
ular zone is, of coursé, equal to the farm price of milk at the outer 
edge of the zone plus the difference between the cost of shipping milk 
in the particular form to thé market from the outer limit of the zone 
and the cost of shipping such nilk from any given point within the zone. 
The farm price structure for milk that would obtain under the conditions 
set forth above is shown in Figure 5. 


GC. The price structurs; varyine quality requirements ~ decentral- 
ized processing. 


If the assumption that all milk is of uniform quality is dis- 
carded, and it is assumed that the: quelity requirements for milk used in 
the form of’ fluid milk and cream are ‘higher than those for milk used in 
the production of evaporated milk and butter, then the. type of market 
under analysis is’ somewhat more comparable to the rather complex type of 
milk market now obtaining in many large urban areas. 


Sanitation requirements vary somewhat between milk markets. 
Usually, the requirements cover such items of sanitation as periodic 
veterinary examination of cows, cleanliness of cows, cleanliness of dairy 
barns in addition to specifications with respect to the type of flooring, . 
light, etc., specifications with respect to the type and care of the milk 
house, cleaning and care’ of utensils, and rules and regulations pertaining 
to milking and handling of the milk. 


It should be obvious that the sanitation requirements under 
Which milk for fluid milk and cream is produced, which in by far the 
larger number of cases are more stringent than the sanitation require- 
ments under which milk. for manufacturing purposes.is produced, operate 
to increase the cost of producing milk for use és fluid. milk and cream 
relative to the cost of produeing milk for manufacturing purposes. Thus, 
over a period of time, the supply price “fof a given volume of milk used 
for fluid milk and cream will be somewhat higher than the supply price of 
the same volume of milk used for manufacturing purposes, other factors 
remaining constant. Of course, the difference between the supply prices 
of milk produced for use. in different products in any milk supply area, 
Other factors being the same, will depend upon the differences in the 
sanitation requirements applicable to milk produced for use in the dif- 
ferent products. If it were assumed that sanitation requirements raise 


oy The price, that must be paid in order that a given volume of milk of 


the, desired quality bo forthconing. 
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the supply price of milk for use as fluid milk and cream 20 cents per 
hundredweight per farm above the supply price per hundredweight for milk 
used for manufacturing purposes, the price structure under the assumed 
conditions would be similar to that set forth in Figure 6 (a position 
of stable equilibrium is assumed, so that the f.o.b. city prices that 
prevail, and the farm price structure arising therefrom, are normal sup- 
Diy prices). 


Under the conditions assumed, the prices for milk and milk 
products f.o.b. city would be as follows: 


1. Eluid milk - $2.25 per hundredweight. 


é. The cream equivalent of 100 pounds of 315 percent 
milk - $1.45. 


3. The evaporated milk equivalent of 100 pounds of 3.5 
percent milk — $1.10. 
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4, The butter equivaleut of 100 pounds of 3.5 percent 
milk ~ $1.00. 


In Figure 6, the line PP represents the farm price of milk 
used for fluid milk and cream; the line AM the farm price for milk used 
in the production of evaporated milk and butter. It should be noted 
that as yet no factor has been introduced that will operate to establish 
different prices for milk f.o.b. the city. Under the assumed conditions, 
all milk produced within a particular zone will be used in the production 
of the same product. Thus, no milk will be shipped to the market as milk 
from the cream zone,:etc. Stated differently, there will be no differ- 
entiation between the price of milk based on the form in which such milk 
is sold f.o.b. city. Also, no factor has been introduced that will oper- 
ate so that individual producers will receive different prices for dif- 
ferent portions of their milk. Producers within each zone will sell all 
of their milk at one price. Farm prices in a particular zone will vary 
as transportation costs from different points in the zone to the city 
vary, and will vary between zones decause, of differences in transporta- 
tion costs of milk and the product equivalent of milk, and because of 
differences in cost of producing milk engendered by differences in the 
sanitation regulations applicable to milk and milk products. 

4/ 


D. The price structure as’ affected by type of transportation. 

It should be emphasized that the foregoing treatment of the ef- 
fects of the transportation rate structure and sanitation requirements 
on the price structure for milk'‘has been greatly simplified for purposes 
of presentation. ‘Variations in the transportation rate structure and 
sanitation regulations from those assumed bring additional complexities 
into the price structure. 


One of ths assumptions on which this analysis has been based so 
far is that transportation rates vary according to distance and weight 
only. However, several factors influence transportation costs, the 
more important of which are typs of transportation (truck, tank car and 
railroad), complementary services, topogrephy of country, volume, labor 
eonditions, gasoline and truck costs, and local transportation arrange- 
ments. Some attention will be given to the effect of these. various | 
factors on the price structure and size of sheds for the different types. 
of dairy products. ~~ | ia a acral tern 1 
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4/ This section is based largely upon a report prepared by Dr. J. M. 
Tinley, formerly Principal Agricultural Economist, Dairy Section. 
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is iype of Transportation, From points relatively close to 
a market, producers frequently find it advantageous (or less costly) 
to transport their own milk to the city. Many producers use small 
trucks to transport feed, implements, ctc., from the city to their 
farms or from one part of the farm to another and find it convenient 
to take their milk direct to a city plant. The farmer or a member of 
his family operates the truck and because of proximity to the city can 
reduce operating costs per ~«cwt.-mile to a very low figure. However, 
as distance from the city increases, operation of a small truck per 
hundredweight milk increases rapidly. A large load becomes more cco- 
nomical so larger trucks ere used. Few farmers have sufficient milk 
to supply a load for a large truck, so @ither a distributor, a private 
azency (hauler) or a cooperative association operates a truck and col- 
lects milk from several farmers. 


After a certain distance varying between, say, ten and sixty 
miles, depending upon the topography, density of supply, etc., truck 
transportation becomes too expensive per hundredweight mile. Deis 
expensive to operate a large truck (or truck and trailer) over country 
roads especially.as production often becomes more scattered as distance 
from a city increases. 


Under these conditions, milk is usually hauled by producers or 
by truck to a centralized country assombling point, cooled and loaded 
into a tank truck and hauled into the city. Also, there are definite 
limits to the distance from thich milk can be hauled by tank truck. 
In some of the larger markets, milk is collected at country stations 
and cooled, and then shipped by train to the consuming center. Ina 
few instances, milk is processed and bottled at a country point and 
shipped into the city for distribution. 


In Figure 7 are shown, hypothetically, the transportation costs 
on milk into e large consuming center. o/ For the first ten miles, 
milk producers will haul their own milk, the lowest cost being five 
cents a hundred pounds (ost of which is for handling COsStSiia Jane 
total cost rises as distance from the consuming center jnereases, but 
after about fifteen miles, costs rise very rapidly. There is a zone 
in which milk may either be handled by the producer or by truck. From 
about twenty miles, however, it becomes more economical to haul by trucke 
This is probably true up toabout seventy miles. From seventy to ninety 
miles is another zone of indeterminateness in which milk may be hauled 
cither by truck (in cans) or assembled and hauled in tank truck. 


eee 
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5/ The variations here discussed are not considered in later Figures. 
Thorefore, a different set of rates has been assumed, under which 
the differences in rates have been magnificd. 
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From ninety to one hundred and firty miles, milk will be hauled 
jn tank trucks, but for areater distances the time of hauling and load 
limitation would tend to make 1% more, economical +o assemble milk at a4 
country plant and transport milk to city by train. There is a zone of 
jndeterminateness from 150 to 180 milss in which milk may be hauled 
either by tank car or by railroad. 


These distances would vary: from merket to market depending upon 
topography , state of roads, density of supply, reletive costs of aLriTer= 
ent methods of transportation, etc. | 


Transportetion rates are commonly get on the pasis of zones, 
under which rates, instead oF jnereasing directly in proportion tO) CVE 
tance, increase in a series of steps as 43 show in Figure 7. 


2, Complementary Servicese Tronsportation rates usually include 
some elements of cost other than mere Hauling. Miik has to be loaded 

and unloaded, iced or refrigerated. Tuese are usually more or less fixed 
costs and do not vary with the length of haul. Thus the longer the die 
tance hauled the lower these costs become per mile, resulting in a tend- 
ency Lor transportation rates per unit to decline 4s distance increascse 


TMiere 1S somewnat greater risk in hauling milk than in hauling 
putter -- milk has to be handled with more care and speed.» For this 
reason 4 particular transportation agency may charge a higher rate for 
hauling an equal volume or weight of fluid milk than for butter or evaP~ 
orated milk. 


3. Rute Schedules. Many transportation azencies, especially 
railroads, do not arrange their rate schedules by miles, put by zonese 
Tt 16° thus possible that the rate miley be tae same On milk hauled LOE 
miles and 120 miles. 


4, Tovography of Country. Transportation costs per mile are 
usually somewhat higher in mounteinous and hilly country than in flat, 
level country. hig is due to the fact that more fuel is consumed, 

fuel costs are themselves high, there is more strain on vehicles and 
speed is greatly reduced. The condition of the roads is also important. 


Narrow, winding roads ereatly reduce the speed of trucks and to 4 certain 
extent reszulate the type of trucks that cun be used.. 


5. Vulwoe of Milk. Wnuere dairies are gmeil and seattered, tho 
costs of collecting milk are considerably higher than where production 
is more concentrated. Frequent steps to pick up small quantities of 
milk and a long distance between stops materially increase hauling costs. 
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Railroads usually charge different rates, depending upon whether the 
commodity is hauled in carlot or less than carlot units, & 
, 


6. Labor Conditious. An important part of hauling costs is 
the expenditure for truck drivers and mechanics. Iii cities where labor 
is cheap, rates may be somewhat lower than where wages are high. : 
%. Gesoline and Trucks. The prices of gasoline, oil, trucks 
and spare parts vary considerably in different parts of the country. 
This may have a material influence on hauling costs in different local- 4 
POLES : 


8. Control of Hauling. In some markets, all transportation is 
handled by one agency or by not more than two or three agencies. This 
reduces overlapping of routes to a minimum and should result in lower 
unit operating costs. In other markets, each producer or each distribu- 
tor undertakes to make his own hauling arrangements. In such markets, 
a great deal of overlapping may occur. H#fficient use is not made of 
transportation facilities, and consequently rates will tend to be higher C 
than where there is centralized control of hauling. 


The foregoing serves to indicate some of ths factors that affect Ry. 
the transportation rate structure for milk. ’ 


H, The price structure as affected by the type of sanitation 


ee 


Some of the factors that must be taken into account in de- 
termining how sanitation requirements affect the vrice structure for 
milk in different milk sheds and for a particular shed are as follows: 


(1) The sanitution regulations in force in the milk shed. 
sanitation regulations are much more stringent in some markets than in 
Others. There is, thercfore, no possibility of developing a generally : 
applicable cost figure which could be applied to the price structure for 
milk within a particular marsxet and used in the practical dutermination 
of milk prices within a particular milk shed. 7 


(2) The cost of mocting sanitation régulations, even though 
the regulations are the same in some merkets as in others, may be wide- 
ly different. Labor and material prices may vary materially between 
different markets, so that, even thourh the regulations may be exactly 
the same between particulur Imarxets, the cost of meeting the sanitary *® 
regulations may vary materially. 


(3) In addition, health and senitation regulations may be 
of sucn nature as to permit only those producers located relatively near 
the market to qualify as fluid milk producers. For example, the imposition 
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of a regulation requiring that fluid milk shall be delivered to the con- 
sumer within a given number of hours from the time it is produced would 
automatically set a maximum distance over which milk could be trans- 
ported and might reduce materially the area from which fluid milk could 
be shipped to the market. In this case the price for fluid milk would 
increase until consumption was reduced, or until production within the 
area was increased, or both, to the point where the market would just 
use the milk produced within the new zone. This, of course, would in- 
crease the price spread between fluid. milk and the product equivalent of 
milk used in other dairy products f.o,b. the market, and would increase 
the farm prices of fluid milk relative to the farm price of milk used in 
the production of other dairy : products. 


Also, sanitation regulations may not increase the costs of meeting 
the sanitatian regulations by the -seme amount per unit of product on all 
farms. Some farms are better equipped than others and hence have smaller 
additional expenditures to meet requirements. Large dairies can ordinar- 
ily utilize equipment more economically and, therefore, their cost per 
unit for milk houses, cooling equipment and other outlays commonly 
required by health and sanitation regulations is lower. Such dairies 
have their competitive position improved by the raising of inspection 
requirements and may increase their production. Others may tend to shift 
to cream, or butter production, rather than make the additional outlays 
necessary. Depending upon these effects on supply, zones from which the 
various products are shipped to the market may be either enlarged or 
reduced by the imposition of or changes in the sanitation regulations. 


VWhile this discussion of the price structure has been developed 
entirely in terms of transportation costs and costs of meeting health and 
sanitation requirements, it should be apparent that variations in costs 
resulting from other causes will work out in practically the same manner. 
The importsnt distinction is between the effects on the price structure 
of those costs which vary witl distance from merket, as does transporta- 
tion, and costs which are likely to be rather uniform regardless of 
distance from the city. The influence of each of these types upon the 
price structure for milk is illustrated in a veneral manner by this 
analysis of transportation costs and costs of meeting health and sanita- 
tion regulations. 


Variations between farms, such as those due to available equip- 
ment, type and condition of herds,. type of land, labor supply and even 
personal preferences, will partially ietermine which farmers will 
produce milk for the various uses. z1s0 the relative significance of 
these latter factors becomes greater as class differentials become 
smaller near the boundaries of zones. Therefore, their principal effect 
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is to cause:the boundaries between the areas in which the several classes 
are produced to be less.clearly. defined than would be indicated by the 
simplified. example. set. forth in the analysis. 


(4) Also, there are higher sanitation regulations for fluid milk ~ 


than for- cream in.some markets. This operates to establish higher 


supply-prices for milk produced for use as Sen milk than fart milk PROF 


duced for use as fluid cream. 


The foregoing serves to indicate in’ a general way the manner tg oe 
which sanitation regulations affect the ‘price structure for milk within : 
a milk shed, and how differences in the sanitation regulations waevdeeen. 
the price structure in different milk sheds. 


F. The price structure; decentralized processing - - ‘uniform 
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quality y requirements - warletions in production. 


The manner in which the transportation rate structure and sanita- 


tion regulations affect the priée structure for milk within a milk shed 
has been:set forth in some detail in the preceding pages. In order to 

approach more nearly the price structu.e for milk as it actually exists 
in-many milk markets consideration will be given to the price structure 
under the conditions that prevail when the. assumption that there is no 

variation in production is dropped. 


There are marked variations in the production’ of milk, which are 
perhaps most easily classified on the basis of time periods, such.as day 
to day, week to week, year to year, and long time variations. There is 
some day to day variation in ie wee al though this type of variation 
is undoubtedly negligible, The seasona variation that takes place. in 
milk production within most milk Fee) is marked, production in the 
fall and winter months. usually being much less than production in the - 
spring and summer months. This type of variation is due largely to such 
factors as (1) the greater supply of succulent ‘feed available during the 
pasture season, (2) time of freshening of cows, (3) inclement weather 
during the winter months, etc. In some areas, ae a variation 
in production is much more extreme than in other and even within the 
same area, production often shows a more marked seasonal variation’in 
some regions than others within the area. 


ohhanie year changes in preduction are due to such factors as 
(1) differences in feed production conditions that ere associated gen- 
erally with differences in weather and growing’ conditions, (2) ‘shifts 
into and nut of ine dairy business ue to changes | in the rel 
6/ Ross, He Ax, Commebl University, Agri. Exp. Station Bulletin Wo 5273 
also based on production data secured with respect to the markets 
Operating under Federal milk licenses. 
yy Based on production data secured with respect ta the markets oper- 
ating under Federal milk licenses. 
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profitableness of milk production as compared to other types of agricul- 
tural pvoduction, (3) other factors that may operate intermittently, 
such as the imposition of a sanitary regulation to the effect that all 
milk sold in the market as fluid milk aad cream must come from cows free 
from tuberculosis, which may operate to cause & marked decrease in the 
number of milk cows within. the area, reduce production within the area 
quite markedly for a short period, and necessitate a temporary increase 
in the size of the milk shed. | 


Cyclical and long-time changes in production are probably asso- 
ciated with long time ‘trends in demand, such as changes in the consuming 
habits of ‘the peoplé, the ébb and flow of population in urban centers 
and other factors such as changing opportunity cost relationships and 
type of farm organization and operation which set the limits of expan- 
sion of production within a given area, etc. 


Seasonal variation is one of the most important types. of varia- 
tion in production. For purposes of presentation, therefore, the 
manner in which séasonal variation in production affects the price 
structure for milk within « milk shed is considered, with all other 
types of variation in production noted above neld constant. 


For most milk markets the volume of milk sold to consumers as 
fluid milk and cream varies somewhat from season to season, Put the pro- 
duction of milk varies much more seasonally. Thus, during the period of 
low production, the production of milk within a milk shed may be just 
sufficient tn meet market requirements (an amount about ten percant in 
excess of average daily sales), while during the season of flush produc- 
tion the volume of milk produced within the milk shed is usually far in 
excess of market requirements. | 


For purposes of presentation, {it is assumed thet (1) during the 
period of low production the volune of production within the 100-mile 
zone (see Figure 5) is equal to market requirements for fluid milky, 
(2) the sanitation regulations are the same for all milk regardless 
ef the form in which it is seld, (3) production varies seasonally, 

(4) there is no difference between the seasonal production curves oP 
individual producers, and (5) there are no variations in consumption 
cther than daily. Under these conditions, there are several lines of 
procedure which distributors might follow with respect to purchasing 
milk from producers, such as (1) expanding and contracting the area 
from which milk is secured inversely to the expansion and contraction 
of milk production, (2) taxing all the supply, of milk produced within 
a given area (wherein the supply during the period of low production 
is just sufficient to meet the market requirements for fluid milk) 
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a/ For ease in presentation, the examples used to explain certain 
points are stated in terms of fluid milk only throughout the 
remainder of this paper. The same treatment is applicable in 


a general way to other dairy products. 
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and paying producers prices low enough to enable distributors to secure a 
high enough margin on fluid milk to covér the losses incurred in hand- 
ling manufacturing milk during the peried when Supplies are larger than 
fluid requirements, or (3) purchasing milk from producers under a price 
arrangement which encourages producers to produce an even volume of milk 
throughout the year. 


If distributors elected to secure their market requirements for 
fluid milk by contracting and expanding the area from which they draw 
their supplies inversely to the seasonal Variation in preduction, 
refusing to take the preduction of distant shippers during the season of 
lew production, the zones from which fluid milk would be drawn at differ- 
ent periods of the year would show marked difference from that shown in 
Pieure 63) (P: during the period 9f low production the volume nf milk 
pPreduced in the area within 100 miles of the market were sufficient to 
meet fluid requirements, the volume of milk produced within this zone 
weuld be far in excess of fluid requirements during the perica of heavy 
Production. For example, if the volume of milk produced during the 
peak production period were 40 percent above that produced in the lew 
Production peried, the milk shed would be markedly contracted, about 40 
percent in area if the density af production were constant throughout 
the area, but more than this if, as is often the case, the density ef 
milk production declines as distance from market increases. 


Assuming that the price of milk during the low preduction period 
were $2.05 f.0.b. eity, and the farm price structure the same as that 
indicated in Figure 5, the f.o.b. market price during the period of 
high production would be less than the f.o.b, market price during the 
S®ason of law production by an amount equal to the Saving in trans-— 
bortation costs involved in securing the supply of milk closer to the 
Market during the flush period, and would’vary between these linits 


during the year, depending upon the extent of the area wherein the vol- 
ume produced was needed to meet fluid requirements. The farm prices 
would vary in the same Manner, being equal to f.o.b. market prices less 
the cost of. transporting milk to the city. 


There are several factors, however, that Aperate to cause dis-— 
tributars to secure their milk from the sane area throughout the 
year, rather than expanding and contracting the Beographical scope 
of their operations to secure only that milk needed to meet fluid 
milk requirements, It is a matter of grave concern to the distributor 
that he be assured of a volume of milk sufficient to meet his market 
needs. Therefore, the risk involved in dropping a source cf Supply 2 
during the season of flush production, when it is practically certain 
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that that source will,be needed during the season of low: production, is 
a factor operating to check such action, since thé distributor can 
never be certain that some competitor will not immediately furnish the 
shippers he dropped. with an outlet. for their milk, ‘thereby. forcing him 
to seok even.more distant sources nf supply during the season of: low. 
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Another factor of importance, in this connection is‘ thet related 
to the costs.of procuring milk froma rather. constant area, as compared 
to the cost of procuring milk from an area.thgt-varies markedly: through- 
out the year bath in geographical. extent, and .the- number: of individual 
sources of the raw. material... It undoubtedly -costs less to procure. milk 
from an area that stays rather constant with respect to geographical - 
extent and number of producers, than from an area that varies markedly 
throughout the year in geographical extent and - number -of -producers. 
Some of the savings are: (1) there are fewer field men needed to con- 
tact producers and secure their patronage, (2) bookkeeping and office 
expense is lower due to the fewer number of producers: far. whom, accounts 
must be kept, statements must be.prepared, and to whom payments must be 
made, (3) fewer laboratory tests, have to. be made, -resulting in.savings 
in laboratory technician labor costs, laboratory supplies, etes,:+(4)- - 
fewer individual containers have to be handled, involving savings in 
receiving labor, can washing, and sampling, and (5) there is less cost 
involved in furnishing various services to producers. -It appears, 
then, that distributors can afford t9 pay. producers a premium for even- 
ness of production, so that they may, through.the payment of such 
premium, secure the volume of milk needed by .them to meet. their fluid 
milk requirements from an area smaller in extent. geographically, and in 
humbers 9f individual sources of supply, rather than securing their 
supply from an area that contracts. and expands markedly as. production 
decreases and increases, seasonally. . The amount.of. the. premium distrib- 
uters can afford’ to pay in: this connection is,the difference in.the..- 
costs of procuring their milk supply from an area that remains practi- 
Cally constant in geographical extent and in number af individual 
sources of supply, and the cost of procuring: milk from. an.area- that 
varies markedly in geographical. extent and the number ef producers 


from whom milk is purchased. _ wr ete ee i ad ee 


There is another factor that exerts a tendency ta cause the dis-+ 
tributor to pay producers a premium for evenness in production. Et has 
been pointed out previously thet a vOlume of .milk perhaps 10 percent in 
excess of average daily sales must be ,brought to market to meet daily 
variations in the volume 9f milk sold to consumers as fluid milk.. In 
order t% handle this volume of excess milk, which might be termed the 
Cally operating reserve, the distributer has’ to integrate a by-product 
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enterprise with the main enterprises, °F find some other channel of dis- 
posal. ‘However, as pe ‘§ this: operating reserve is concerned, it is 
ef such: constant volume’/ that efficient methods of disposal as manu- 
factured products ean be develeped. It is the marked variation in the 
seasonal éxcess andthe difficulty of hendling it efficiently that is 
en important factor’in leading distributors to endeavor to secure a 
more even volume ef supplies. This arises hecause more efficient 
methods of handling the excess can be develeped when the supply is con- 
stant than when it varies markedly. Thus, during the seasen of flush 
productien the distributor has to convert te other uses, or someone 
else does it in his stead, a volume of milk that may os several times 
as great as the velume’ se converted during the season ef lew production. 
This may be demons trated by neterense to some assumed figures, as 
follewsi;: ., 


1. The volume ef re sold daily as fluid milk throughout the 
year is 10,000 pounds. 


oe athe aah tle of milk: Grauean to market. is 11,000 pounds (10 
percent of average daily sales needed to meet daily variations in fluid 
milk sales) in the season of low production and 14,0C0O ‘pounds during 
the season of flush prediction. 


The volume of milk that is iaivanvad te uses other than fluid 
milk is therefore 1,900 pounds per day: during the season of Low produc- 
tion and is 4,000 padres per day during the flush period, or. 3,00C 
pounds erecta: than during the. Low peried. This is entirely a seasonal 
excess (3,000 pounds of the 4,000) and represents an increase in the 
output of products other than fluid milk. of 300 percent. Of course, 
under actual conditions, the.increase in the volume of milk diverted te 
uses ether than fluid during the flush seasen will be dependent upon 
the actual seasonal variatien in production, which will, in seme cases, 
be greater, and in other cases less, than indicated in the above 
example. 


The seasonal excess in productien therefore raises serious 
questions as to how it may be handled efficiently. It undoubtedly 
costs far more te handle a volume ef excess milk that fluctuates 
markedly from season to season, as does a seasonel excess, than it 
cests to handle a volume of excess milk that remains rather constant 
from season to season, This is due to the fact that equipment, and 
in many cases labor, must be available to handle a peak load far in 
excess ef the load hee the peried of low preduction when only a 
small velume of milk, equal to.about 10 percent of average deily sales, 
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2/ assumed, but practically all available data indicate that it is 
actually quite constant. 
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is converted to uses other than.fluid milk. The distributor, therefore, 
can afford to pay a premium for evenness of production in additicn to 
that already noted, the size of. thé premium being apprceximately equal 
to the difference in costs involved in handling a constant volume of - 
excess (the operating reserve) as compared to handling a ee fluc- 
tuating volume of excess milk (the seasonal excess). 


The foregoing indicates that distributers are able to pay a 
premium for evenness in production. It appears that it would be a 
matter of indifference to distributors whether they paid a given sum 
cof money, including premiums for evenness of supply, to secure a par- 
ticuler volume ef milk, or paid a sum of money about equal to the former 
for a similar volume ef milk, the latter sum, however, being paid partly 
to producers delivering an uneven volume of milk, and partly for extra 
costs involved in procuring milk from an irregular area. In the former 
case, the farmer gets a higher percentage of the total velume ef money 
expended for milk purchases and eperating costs by the distributor than 
in the latter case, but total costs to the distributor remain about the 
Same. It is probable that it is a matter of indifference: to distribu- 
tors whether they pay out a given sum of money in the one manner or the 
ether. If distributors elect.to secure their milk supply without pay- 
ing producers a premium for evenness in production, it is evident that 
the seasonal variation in producers' prices would be quite marked. 


It is, obviously, more econcemical to secure milk that is to he 
sold as fluid milk from sources near the market and to process the 
seasonal excess into milk products other than fluid milk at points 
outside the area wherein preduction is just necessary to meet fluid 
requirements, since the:cost of transporting the fluid milk equivalent 
of manufactured dairy products from any given point is much greater 
than transporting such products to market in finished form. Of course, 
the extent cf the saving will depend upon the size ef the area and the 
like. Thus, during the period of flush preduction, fluid milk would 
be drawn from a point much nearer to market (depending upon the 
seasonality in production and relative density ef production through- 
out the ares) than during the seasen of low productian. F.o.b. market 
prices. for fluid milk during the year would vary directly with differ- 
ences in costs of transporting milk from different prints within the 
area. Thus, if milk is transported only 50 miles during the flush 
periad and 100 miles during the Low period, f.o.h. market prices, 
assuming transportation costs of 1 cent per hundredweight per mile, 
would vary within a 50-cent range during the year, being 50 cents 
higher during the period of Lew production than in the peried «f high 
production. Farm prizes would vary in the same manner, being equal 
te f.0.b. market prices less transportatien costs. 
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If, however, milk is brought to the market in fluid form and is 
then diverted to more concentrated forms such as cream, evaporated 
milk and butter, the product equivelent: of such milk will sell at 
prices f.c.b. the market equal to’ the price at which the product can 
be shipped to the market from distant areas. ‘ Thus, if the butter 
equivalent of milk can be brought to the market from distant sources 
for $1.09 f.o.b. the market (farm price plus transportation costa An 
the butter equivalent of 100 pounds of milk), the butter equivalent of 
milk brought to the city in fluid form will sell for only $1.00 f.0.b. 
the market. The farm price of such milk would he materially less than 
$1.0C per hundredweight. Fer example, if milk is shipped 50 miles and 
transportation costs are 1 cent per hundredweight per mile, the cost 
cf transporting a hundredweight of such milk is 50 cents. If the 
product equivalent ef such milk sells for 531.0C f.o.h. the market, 
then the farm price of such milk would be 50 cents. Of course, if 
such milk is shipped any great distance as fluid milk, the product 
equivalent f.o.tb. the market may not sell for enough to mere than 
cover transportation costs fram the farm to the market. Therefore, if 
milk is shipped to the market in fluid form for any appreciable dis- 
tance and then converted to more concentrated products, farm prices 
for fluid milk are decreased appreciably. Under these conditions the 
seasonal variation of prices paid producers would be much more pro- 
nounced than that obtaining under the conditions treated previously. 


iGs “The "price structure, decentralized processing, special qual- 
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ity CED for fluid milk =. y: variations An. production. 

The seeeoney variation in prices to producers would be even 
more marked than under the conditions treated previously if there were 
higher quality requirements for milk produeed for use as fluid milk 
than for milk produced for use in other products. 


This can be demonstrated quite readily by reference to the 
following example wherein it is assumed that (1) distributors bring to 
the market only that milk needed. to meet their fluid requirements, 
Which are assumed to be constant; (2) the area from which the fluid 
milk is drawn is contracted and expanded inversely to the seasonal 
variation in production; (3) distributors contract with producers to 
take their inilk only for the periods wherein it is needed (obviously, 
under this sort of an arrangement the milk ef some producers would 
kre used as fluid milk all of the time while that af others would he 
so used at only certain specified seasons in the year); (4) the cost 
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of mecting sanitation requirements, if all milk were sold as EEG 
milk during the year, would be 20 cents per hundredweight per pro- 
ducer; (5) the alternative farm value of milk sold for any other pur- 
pose is $1.00 per hundredweight; (6) transportation costs vary uniform- 
ly with distance, at one cent per hundredweight per mites (7) during 
the season when the milk of producers in outlying areas is not neede 
for fluid milk uses, there are plants available for manufacturing it 
into other dairy products. 
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Under these circumstances the total yearly cost of meeting 
fluid milk requirements for outlying producers, or, rather, for those 
producers who sell their milk as fluid milk for a short period during 
the year, would have to be covered in a much higher farm prie- for 
the months during which they sell their milk as fluid milk.—/4 Under 
these assumptions, a producer selling his milk as fluid milk during 
the entire year would incur only 2O cents per hundredweight addition- 
al expense for meeting sanitation regulations. On the other hand, the 
producers who sold milk as fluid milk one month of the year would incur 
equal expenses over the entire year, or approximately twelve times as 
great per unit for the month during which such milk is sold as fluid 
milk. Thus, during the season of low production the farm price must 
be sufficient to cover, during one month, the entire cost of meoting 
sanitation regulations for the entire year, which, in the assumed case, 
vould amount to approxinately $2.40 per hundredweight above ‘the altcrna- 
tive use value for milk at the farm. ‘The operation of this factor 16 
depicted graphically in Figure 8. 


Under these assumptions the f.o.b. city price (farm price plus 
transportation costs) ranges from #2,.20 per hundredweight during the 
month of high production to $4.95 per nundredweight during the month of 
low production. If, as assumed, Gistributors purchase a uniform quantity 
of milk per month, the weighted average price would be approximately 
$2.90 per hundredweight. If, however, production within the area within 
100 miles of the market (see Figure 8) were uniform from month to month 
at a level equal to production during the month of high production 
obtaining in the example set forth above, the f.o.b. market price through- 
out the year would be $2.20 per hundredweight as compared to the weighted 


average price of $2.90 per hundredweight prevailing under the conditions 
If, therefore, the distributor 


as set forth in the previous oxample. 
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10/ Of course, part of the expenses of producing milk in conformance 
with the sanitation regulations is fixed, and part of them is vari- 
able. This introduces an additional complexity, and probably oper- 
ates to change the seasonal price curve from that set forth in this 
analysis. However, it does not appear necessary to develop this 
point further for the purposes of this paper. 


4 
“CHMASSY MIIN CIN YOd SINWEEINDTE ALTTVND TrIOmES 
“ONISSHOOU CAZITVUINGOGL HLIM TIN CINE HO TANLONMIS BOE UT - °3 mINDIZ 
(S©TIN) 9Sy1eQ worg soueystg (S8TTN) Joyrey wor s0ue 4st 

002 OST 2 OOL 0S 0 002 OST 2008 OG ° 0 

‘ a ae a a ee eae 
7 HIT FO taj | ALT FO 

squouertnboy uoT4e4 Tues ONTeA Weg SATYeUIOITY | Oo SNTC A Urey SAT YCULEITY 

; to 


ik 
8 
= 

WN 


2 
3 


t 


04 end sysog Tetoeds foe a 


 JoyrTey *qrors 


: SSOTIg ut UOTPET IEA Teuosees 
o Spotssg eq GT oe ater. 
I ; 7) Be oo 
fir zor aks ae 
Y t uoTYoNpoIg 


t 
04 ATSESIeAUT peti, Cory 
MITH PINT Squsweatnboy AAT Tend 

WLOFTUN - 94ngond4s edTag wueg 


qU#TOMPeIpUNY eq HTTW JO eofsg yaya 


:00°T 


UT UOTALTIeA Teuosves ©44 100% 


{ oor 
: PORTE “q°rorgs 
} SSO0TIg UT UOT4AUT 

; “IGA [TCUOSvE 
L : c a0G$ 
\j | "qu Leg “qMQ Log 


UOTJONPOTG UT uorqwetszey 

TBUOSeSS O44 Of ATOESIOAUT PoTIe, COTY ATTY 
PINTH - ALIN PENTA TOF squswertnbsy 
uotzveqtues TeToeds —- adnqoniz4g s0TIg weg 


IqSpOMPLIPIME Jed ATT FO oopag je “e'OnE 


fs AIG he 


could procure his milk supply from producers who produce a constant 
volume of milk throughout the year, it is to his best interest to do SO, 
since he could yankee milk supply for less total cost then would be 
the case otherwise. 


It should be noted that the marked seasonal variation in prices, 
which in any particular market would be different from that set forth 
above, depending upon the degree to which conditions in the market and 
the supply area vary from those assumed in the example, would in time 
be partially corrected by producers within the area changing their sea- 
sonal output curves in order to sell a larger volume of milk during the 
period when prices are seasonally high. However, it would be greatly 
to the advantage of some preducers to shift their seasonal cutput 
curves, and little if any to others, depending upon the type of farm 
organization and operation followed by cach. 


It has already been indicated that distributors can afford to pay 
producers in such a manner that evenness in production is encouraged, 
due to the economies in procurement costs in securing milk from an area 
that is rather constant gsecgraphically and in number of individual 
sources of supply rather than an area that varies markedly in geograph- 
ieal extent and in the number of individual sources of supply. Also, 
it has been indicated that the economies involved in handling a mimimum 
and rather constant volume of excess milk furnish an incentive for dis- 
tributors to pay producers in such a manner that evenness in production 
is encouraged, in addition to the incentive noted above. 


Heretofore it has been assumed, for purposes of analysis, that 
there is no difference between the scasonal production curves of in- 
dividual producers, This assumption is now discarded and the analysis 
focused upon conditions more nearly in accordance with those that pre- 
vail in actual markets. It is well recognized that there are marked 
differences between the seasonal production curves of different groups 
of producers as well as individual producers. ~ Thus, in any parti- 
cular milk market there are many producers who produce milk practically 
in accordance with fluid milk needs, while others do not. 


ll/ For purposes of presentation and emphasis, this example has been 


exaggerated. 


l2/ Lininger, F. F., Pennsylvania State College, Agricultural Experiment 
Station Bulletin No. 231, also based on unpublished data in the files 


of the Dairy Section. 
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A brief consideration of the types of distributors and pro- 
cessors operating within any particular milk shed will now be given 
in order to bring into the analysis'the conditions which, taken in 
conjunction with those set forth in the two preceding paragraphs and 
in Part III of this paper, suffice to explain why milk suitable for 
consumption as fluid milk is brought to market, one part of which 
sells for one price, another part for another, etce, in short, the 


development of a system of class prices. 


In almost any milk market (except as is the case in those small 

' villages and towns where practically all of the milk is distributed 

by producers) where the. economy of the market has developed to the 
point that distributors have become specialized, different degrees 

of specialization obtain’ between distributers. Some distributors 

sell only fluid milk and/or cream, others sell only fluid milk and/or 
cream and a relatively small volume of manufactured by- -products (butter, 
cheese, ice cream, ete.) and still others sell some fluid milk and cream 
and sell a relatively larze volume of manufactured dairy products. 
Within the same area, other processors produce and sell manufactured 
dairy products entirely. In other words, all degrees of enterprise — 
combinations are to be found, ranging sieve the highly specialized 

fluid milk distributor to the relatively as highly specialized manu- 
facturer of manufactured dairy products. The reason for such special- 
ization is, obviously, that the economies in organization and opera- 
tion gained through specialization are quite marked. This point needs 
no further proof than that evident to anyone who observes the present 
organization and operation of industry, both agricultural and ron-agri- 
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Under the above conditions, it may appear that it is to the in- 
terest of all fluid milk distributors and all processors of manufactured 
dairy products within a particular area to pay producers in such a manner 
that evenness in production is encouraged rather than for specialized 
fluid milk distributors to do this alone. This is true to a certain ex- 
tent. However, milk is bulky and perishable and the storage of milk is 
not economically feasible. On the other hand, manufactured dairy prod- 
ucts can be and are stored for relatively long intervals. ‘Thus, manu- 
factured dairy products are produced in largest volume during the spring 
and summer months and are stored until they are moved into consumption. 
This tends to even out the seasonal variation in the prices of manu- 
factured dairy products. Under these conditions the premium that could 
be paid producers of milk for use in manufactured dairy products to en- 
courage evenness in supply would be equal to the cost of storage from 
the flush production period until the product moves into consumption and 
the savings realized in manufacturing costs when the volume of product 
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produced throughout the year is constant rather than varying. In, 
addition, the supply areas of individual manufacturing plants are, 
in most cases, much smaller than the supply areas of individual 
fluid milk plants so that transportation costs do not affect farm 
prices seasonally to as great an extent as is the. case with fluid 
milk. Also, there arc, in many cases, few sanitation requirements 
with respect to the produetion, care and handling of milk produced 
for use in the production of manufactured dairy. products; and, in 
those cases where there are sanitation requirements with respect to 
such milk, they are rarely, if ever, of such nature that farm pro~ 
duction costs are increased markedly, Thus, sanitation requirements 
for milk produced for use in tho production of manufactured products 
do not operate to increase the seasonal variation in the price of 
such milk to any appreciable degree, certainly, in any case, to a 
much lesser extent than in the case of milk produced for use as fiwid 


milk. These. considerations suffice to explain in a large measure why 


_ pricing systems printed to encouraging. evenness in production have 


not developed with respect to milk produced for use in the production 
of manufactured dairy products, 


In view of the foregoing, it appears that there is a wide 
range in the incentive of diffevent types of distributors to pay pro- 
dueers in a manner that encourages evenness in production. For spe- 
cialized fluid milk distributors this incentive is quite strong and 
diminishes in strength in relation to the diminution in the degree of 
specialization of distributors until, in the case of manufacturers of 
manufactured dairy products, there is little incentive to purchase 
milk from producers for evenness so that cvenness in production is 
eneouraged. Under these conditions fluid milk distributors will com- 
pete with each other to secure the patronage of those producers who 
produce a rather constant volume of milk throughout the year so that 
these producers become associated with specialized fluid milk dis- 
tributors. Further, producers who produce a more variable volume 
of milk will become asseciated with less specialized distributors. 
Stated in other terms, shen producers are classified on the basis 
of their relative seasonality of production, they will tend to be- 
come directly associated with distributors in accordance with the 
relation between the relative constancy of production of different 
classes of producers and the relative strength of the incentive of 
different classes of distributors to secure an even volume of sup- 
ply of the raw material. Thus, within a milk shed different pro- 
ducers will receive different prices for milk, such differences, 
after adjustments for location differences, being due to relative 
differences in the seasonal variation of production of different 
producers. Under these circumstances and providing economic forces 
have time to work out their full effects, producers who produce a 
relatively constant volume of milk througheut the year will receive 
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higher prices than those producers who produce a relatively more 
variable. volume of. milk throughout the year. Furthermore, the 
producers who produce a relatively constant volume Or mink through- 
out the year will tend to be associated with highly specialized 
fluid milk distributors (highly specialized in the sense that, 

the eperating unit is engaged almost entirely in the distribution 
of fluid milk), while those who produce a relatively..more variable 
quantity will be associated with distributors who are less. highly 
vaeterashece os (in the sense noted above). 


Heretofore, no eee OS variation in sconsumoel en of fluid 
milk has been assumed. The next step in the analysis is to examine 
how (1)-various factors eperate to. establish retail prices for flaid 
milk at a practically uniform level throughout the year and, with 
small seasonal variation in demand, lead to the development of . the 
seasonal excess, and (2) the manner in which the bargaining arrange— 
ments between producers and distributors affect. the price structure 


for milk within: a milk shed. 


PART III 


The Utilization of Milk in a Market as Influenced 
by the 
Nature of the Demand for Milk. 


Heretofore the analysis has been developed on the assumption that 
there were no variations in the amount of milk sold as fluid milk. in the 
market from day to day and season to season, hence, granting seasonal 
variation in production, it followed that, during the period of the year 
when production exceeded consumption, a portion of the milk produced for 
use as fluid milk in a particular area had to be diverted to uses other 
than fluid milk. This assumption is now dropped, and the analysis is 
focussed upon the determination of (1) whether there are variations in 
the volume of milk sold in the market from day to day and season to 
season, (2) the factors that account for such variations, if any, and 
(3) whether such variations are or normally may be expected to be of 
sufficient amplitude to keep the total volume of milk sold as fluid milk 
in the market equal to the volume of milk produced for use as fluid milk 
in the area supplying the market. A solution of the problems noted 
above is to be found largely in a consideration of the nature of the de- 
mand for fluid milk and the manner in which milk is distributed to con- 


Sumers. 


When considered in light of the usual supply and demand analysis 
of the factors affecting the price of any particular commodity, it might 
be expected that retail milk prices to consumers would be adjusted or 
changed from day to day and week to week as changes took place in the 
supply and demand situation. Stated differently, if, on a particular 
day of the week or during any particular week, milk supplies increased or 
decreased, it might be expected that retail milk prices (assuming no 
change in demand) would vary inversely to the changes in supplies, 
especially in view of the fact that milk is a highly perishable product 
and cannot be stored advantageously. 


As far as actual supply and demand conditions are concerned, there 
are relatively large day to day variations in demand and relatively 
small day to day variations in supply. Under these circumstances, it 
might appear that there would be marked variation in the retail price of 
milk from day to day. However, it is probable that this pricing proced- 
ure would necessitate a type of market organization or mechanism whereby 
buyers and sellers would meet, or through which buyers’ day to day demand 
schedules and sellers! day to day schedules of reservation prices would 


13/ This point is developed in more detail later. 


be made known and would operate to adjust prices in accordance with the 
day to day supply and demand situation. This type of market organiza- 
tion or mechanism would be somewhat analogous to the present produce 
exchanges. However, such procedure would be markedly different from 

the present procedure through which day to day retail prices not only of 
milk but of many other products are established. 


Milk is generally distributed to consumers early in the morning, 
and numerous milk routes are necessary in order that customers be 
reached. A driver on a milk wagon cannot ascertain what the demand for 
milk will be on his route until he has completed deliveries. Thus, as a 
practical matter, it is impossible for him to adjust, his prices in 
accordance with the demand situation as he finds it. The same consider- 
ations apply to the distributive enterprise as m whole. If the demand 
schedules of consumers on each milk route, and the aggregate .demand 
schedules of consumers purchasing from each distributor and for the mar- 
ket as a whole, were known and accurately predictable from day to day, 
then the dealer could (in theory) quote prices each day on the basis of — 
day to day changes in the day to day supply and demand situation. As a 
practical matter this procedure would be extremely unworkable. The 
highly technical nature of the analysis that would be necessary if such 
procedure were to be followed, the cost of such precise analysis (which 
would probably have to be detailed enough to allow the determination 
and forecasting of the demand schedules on many, if.not all, milk 
routes), and the partially indeterminate nature of the results secured 
would preclude following the procedure outlined. The only practical 
procedure is for the distributor to quote prices for a longer. period of 
time, rather than to quote prices daily. This is the procedure dis- 
tributors actually follow and, under these circumstances, day to day 
variations in the demand for fluid milk (day to day variation in 
supplies 14/ are negligible) are manifest in variations in day to day 
purchases by consumers at a constant price, rather than being manifest 
in day to day variations in price. 


It may appeer, when weekly and monthly: periods are considered, 
that retail prices would change in response to weekly and monthly 
changes in the supply and demand situstion. However, retail prices 
remain constant for relatively long periods. (See Table l. the 
reasons for retail prices remaining constant for relatively long 
periods of time, rather than being reduced so that the seasonal 
inerease in the volume of milk produced for use as fluid milk which 
takes place during the summer months in most milk mrket supply areas 
is moved into consumption as fluid milk, will now be examined. The 
explanation of practically constant retail prices.of fluid milk is to 
be found mainly in the nature of consumer's response to changes in 
prices and, arising mainly therefrom, the sales and price policy 
followed ae distributors, 


1ié4/ This is not to say that supplies do not chnnge from day to day, 
Since there is a trend in daily supplies thet is seasonal in 
character. However, this trend is small when considered on a 
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Table 2. Number of periods during which 
retail price.of milk remained 
unchanged for a year or more 
in principal milk marxets. 
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Statistical investigations hive in general indicated thet the 
demand for fluid milk by consumers is very inelastic; that is, that 
the change in the quantities of milk taken, following increases or e 
decreases in price, is relatively very small. Two published sihate 
for ths Chicugo and New York markets indicate that, during the period 
covered by the studies, when consumers recognized the necessity for 
‘ehanges in the reteil price of milk, 2 one cent change in the retail . 
priee of milk. per quart herd « very slight immedinte effect on sales 
and this effect was considerebly diminished after five or six weekss 


Hvidence relative to ths influence of price changes upon milk 
sales has been obtsined from an examination of the milk sales by dis- 
. tributors purchasing from cooperative associrtions in Baltimore, Mery- 
land; Boston, Massnchusetts, and the Twin Cities, Minnesota. In these 
cities the cooperative associations ht.ve-n considerable share of the 
business of the market and changes in their sales -re no doubt repre- 
sentative of the market as 2 whole. These date were anrlyzed by com- | 
paring the.sales in the calend:r month preceding the price change with 
the sales in the calsndar month following the price change, 16 after 
edjusting for the influence of the average seasonal variation in sales. 
Indexes of seasonal variation were calculated by the median-link- 
relative method, omitting the months in which price changes occurred. | 
The compared months have been adjusted by dividing each by its corre- 
sponding seasonal index. The results of the analysis ore given in 
Tables 2 to 4. 


Examination of the datr shows that usually a change in price 
results in an opposite but much smaller change in sxles.. In Boston, 
there were :fifteen price chenges (sight decrenses and seven increases) 
during the period March 1922 to September 1931; in Baltimore there 
were only two changes, one decrease and one increase; and in the Twin 
Cities market there were seven decrenses and three increases. . Changes 
in sales in Boston were directly associated with changes in prices in 
four cases instead of being inversely associated ss would be the case 
if other conditions remained the same. These four exceptions 
followed price changes occurring in July 1927, April 1928, July 1929 
and August 1931; and there were four exceptions in the Trin Cities 
market in March 1926, November 1927, January 1951 and March 1952, 


ca ee te ee ee 


is/ Ross, H. A. The Marketing of Milk in the Chicsgo Dairy Districts 
Ill. Agr. Exp. Ste. Bull. 269, pp. 503-510, 1925, 
Ross, H. A. Some Factors Affecting the Demand for Milk and Cream 
in the Metropoliten Ares of New York. U. S. Dept. of Agr. Tech. 
Bull. 73, pp. 44-47, 1928. : 


1s/ In some ecxuses prices chenged ench month for two or more consecu~ 
tive months. In these cases, the sales in the calendar month 
preceding the price change were compared to the calendar month 
following the last month in the series of consecutive monthly 
price chenges. 


Table 3. 


- 43 - 


Changes in sales of fluid milk 


following changes in retail prices, 
Baltimore, Maryland, September 1926 


to May 1931, inclusive. 


a a re ee 


Month 


September 1926 


November 1926 


: (30-day mo 


Percent change : 


March 1931 
May 1931 
Percent change 
Absolute aver- 


age percent 
Meteo) 


cee 


ee ee oe 


Sales 


basis) 


“py 


Index of 
geasonal parte OO eats : 


tion 


a 


Table 18 Appendix. 
Table 17 Appendix. 
Computed from Columns 1 and 2, 
Table 19 Appendix. 
Represents average of percentage changes without regard to signse 


° 


Percent 
LOO. S 


101.0 


100.2 


101.4 


:Seasonally: Retail 


ssales 


1 WOON es lis s 


prices 
per quart 
Cents 


LG 


11.6 


' | 
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Table 4. Changes in sales of fluid milk following 
changes in retail prices, Boston, Massa- 
chusetts, March 1922 to September 1931. 


; Sales : : 
ener, :(SO0-day :Index of ‘Seasonally :Retail prices, 
Mon . 
smonth ;seasonal :ad justed sper quart 
LS tlie ocueiaey :sales 3/ : = 
‘Mill. lbs.e: Percent :Mill. lbs. : Cents — 
Merch 192 $ Baev : 98.6 2 Bite : loee 
May 1922 : 22.8 : 99,45 : 2209 " 12.5 
Percent change : : : +247 re ve 76% 
June 1922 ae Oey erat 102.8 Sanne, : 1235 
August 1922 : 22.9 : LOS. : acer 1335 
Percent change : : : -4,.39 + 8,0 
March 19235 : Boel ; 98.6 ; 250d : 14,5 
May 1923 “ 2060 : 99.5 : Bond : pheres: 
Percent change ; : : +1.7 ‘ - 6.9 
June 1923 eet al 102.8 ‘24.9 : 13.5 
September 1923 : 250k : L007. 5 ; Zool : 14,5 
Percent change ; : : —7 62 + 764 
October 1923 : 25065 : 100.4 : 2500 $ 14,5 
May 1924 Bowe ; 99.5 : ere : 12 
Percent change : : ‘ +727 wee -17.2 
June 1924 : 26.2 : 102.8 4 Boe : LZ 
October 1924 : Ooel “4 100.4 : PAO : 14.5 
Percent change : : $ ~6.9 ‘ +20.8 
February 19285 : 2A . & : 97.6 : Ho .e : 14.8 
April 1928 20.2 : 07.2 : 26.4% : BB BO 
Percent change : 3 +228 $ - 6.9 
April 1925 : BSB : G7 ek ¢ 25.9 - 13.5 
June 1925 ; 28.0 : 102.68 ; ra ee : 13 
Percent change ; ; ee 3 a : ~ 3.7 
June 1925 : 26 20 : 102.8 : C7 6k 5 13 
September 1925 4 LN : 100.5 2066 ‘ 14.5 
Percent change ; , : 5.9 : +11.5 
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Table 4. (Continued) 


s Sales : . : 


: (30-day :Index of ‘Seasonally :Retail prices, 
| Month é 4 
# smonth / :sensonel paeona sper quart, 
: basis) / svaristion ‘sales ; | 
Mill. lose: Rergen Gli tiebseny): Cents 
October 1926 $ 28.4 : 100,4 . Boe : 14.5 
February 1927 : ole : 97.6 : 2800 : 14 
Percent change : : : +0.7 4 - 304 
June 1927 : 2960 : 102.8 : 28en : 14 
March 1928 2 2900 : 98.6 ‘ 2909 : Fors 
Percent change : ; : +60 ; 410.7 
March 1928 :" 29,5 7: p56) We 2060 : 1565 
May 1928 : 2945 3 9925 : 2946 : 14.9 
Percent change : : ; -1.0 : ~- 6.0 
June 1928 Te et ar 10260 so) BRL ; Ian 
September 1928 29 4 : ge eyds, : ge ‘ L565 
Percent change : ; 2 - 40.7 : + 6.9 
November 1930 : PASI - 100.7 : 28.9 : 15.5 
March 1931 . Nees ‘ 98.6 : 50.6 ; 12.9 
Percent change : : $ +029 : ~19,.4 
July 1931 oe Seo ss 106.8 2 3 29.6 1205 
September 1931 : S061 : eer) : 30.0 : La05 
Percent change : : : 41.3 : + 8,0 
Average percent~ : : : 4 
age change as : 5.8 +11.9 
Average percent= : : ; 
age change 6/ : : +58 : - 9.0 
Absolute average : . : : 
percentage : : ; 
change a : : : ee : LOee 


Toble 20 Appendix, 

Table 17 Appendixe 

Computed from 1/ and Te 

Table 21 Appendix. ; 

Represents average of percentnge increases in price thst were asso- 
ciated with percentnge decreases in sales, 

Represents average of percentage decrerses in price thrt were asso 
clated with percent:ge increnses in sales. 

Represents average of percentsge chenges in price or in seles, without 
regard to signs, thit were associated with opposite chsnges in sales 
or in price. 
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Table 5. Changes in sales of fluid milk follo changes 
in retail prices, Twin Cities, Minnesota, Marc he 
1924 to August 1952 


. Poa men’ Sales + EEGs SOTA Wetts Seasonally : 
Month and year Ps cgi : seasonal 2/* | aphasia : 

basis _i variation sales 
: Thousand pounds: Percent :+:Thousand pounds: 


S6) Sh 1 


a . 
E ’ ‘ ae : . 


March, 1924 : tieore a 101.4 : LM deo : 
f May, 1924 : 118720 ; 99.5 = 13779 ane 
‘ Percent change : : : + 5.9 y 
July, 1924 B LLaSzL ‘ 98.0 : Le ele ; 
September, 1924 : 1, 782 ‘ LOO 1 : Lyi re ' 
Percent change : 2 : - 2.8 : 
August, 1925 aa: 125570 : 99.1 “t ..) Sieeo4 eee 
October, 1925 . : 12,492 o: 102.5 : Lee? ; 
Percent change : : : - 3.9 : 
December, 1925 ; 11,861 ; 98.0 : L2Qc0c ae. 
March, 1926 : 12,246 a 101.4 : 12,077 : 
Percent change : ; K - 0.2 3 
August, 1927 : 15101 : 99.1 : 18221 
November, 1927 ; Pe OWS ; LOM? re ee? 12,397 
Percent change a 2s : + 1.4 : 
December, 1929 : UE eeur as) 98.0 : 133345 : 
February, 1930 an Bey cB TR LO. : 13,437 ; 
Percent change : a : + 1.4 ; 
October, 1950 ee 13,545 . ; 102.5 ; 13,213 : 
January, 1931 : Tee ClL. aes 98.8 : 1G, hL8 5 
Percent change : : ys rae 6 Pa : 
November, 1931 : 12,724 - ey : Ue gid ; 
January, 1932 : Leyelo : 98.8 ‘ Le oak 5 960 
Percent change : ; : - 1.3 : 000. 
January, 1932 : 12,203 : 98.8 ; 123 38l ue: 94.5 
March, 1932 : 12,543 Ones : 12,561 + aso" 
Percent change "1 : : + O.1L : 10.5 
June, 1932 : 12,834 2: 98.1 : 12,777 3 a.5 
August, 1932 $ Loy (Le : 99.1 : 12,852 3 2 a 
Percent change ry $ t + 0.4 : 6.3 
Average percentage: ~t ; 7 : ry 
change 5 t : : - 3.3 ; a 
Average percentage: : ; : 
‘i change 6 - ! : + 2.0 : 
Absolute average : $ : ; : 
percentage t ‘ git : 


change 7 : : o.fe | 

id Table 22, Appendix. i plan 
Table 17, Appendix. meee. 
Computed from columns 1 and 2. 
able 25, Appendix. 


2 

is 

4 

5/ eerie averages of percentage increases in price that were associated 
‘ Vte Deane Seokiere aa eulee. 


es 


These unusual cases occur in periods when business conditions were 
changing rapidly and appear to be adequately explained by changes in 
these conditions. 


Data contained in the reports of the Market Administratorsfor 
the various markets operating under Federal licenses also provide 
some indication of the consumer response to price changes in these 
markets. Only those markets where Class I milk was defined as whole 
milk, sold or distributed for consumption as whole milk, and where 
the size of the sales area has remained constant are considered. 
These data have been received for such a short period that it was im- 
possible to compute a satisfactory index of seasonal variation and 
adjust sales for seasonal variation, except where other sales data 
from the same market where available for earlier periods. 


The results of this latter study must be interpreted with some 
eaution since there are other factors than price which influence 
sales. Sudden chenges in temperature influence the volume of milk 
sola. There is a seasonal variation in total fluid sxles, which is 
in part influenced by the vacation movement, and this in turn is 
affected by the prosperity of the community. Moreover, in a period of 
several months in recent years business conditions and consumer in- 
comes have changed materially. These considerations limit somewhat 
the significance of the results of the study. It is important to note, 
however, that the results supplement the results obtained in the other 
studies, showing that changes in price are associated with changes in 
fluid milk sales, and that the changes in prices are relatively much 
greater than the changes in sales. The data are shown in Table 5 and 
indicate that an average change of 3.4 percent in sales is associated 
with an average opposite change of 12.3 percent in price. 


It appears from the foregoing that the demand for milk is high- 
ly inelastic, especially when retail price changes are relatively 
small. When price changes are relatively large, it is probable that 
the change in consumption may be somewhat greater than when the changes 
in the retail price are relatively small, although the change in sales 
is probably less than directly proportional to the change in price, 
although the data that are aveilable relative to this point are, incon- 
clusive. L?/. stated differently, while the demand for milk is less 
inelastic when large, rather than small, price changes are considered, 
the coefficient of elasticity of demand still appears to be consider= 
ably less than unity.. 


tiniest A EE OC CI TLL LS A 
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12/ See also Rous, H. A., Some Factors Affecting the Demand for Milk 
and Cream in the Metropolitan Area of New York, Technical 
Bulletin No. 73, U. S. Department of Agriculture. 
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Table 6. Summary of changes in sales and in prices 
in specified eities. 


; Estimated aver-: Retail delivery 


Sales area and period : age daily : price, per 
a Class «Dwsadesin: quart 
; Pounds 3 Cents 
Boston: ; : 
April 1934 to September 1934 : 1,618,000 4 11 
October 1934 to February 1935 ; 1,592,000 : 12 
Percentage change : - 1.6 : + 9.1 
March 1935 and April 1935 : 3769000 : IK) 
Percentage change : - 1.0 : ne ere 
Detroit: : iy H 
April 1934 to June 1934 4 Lael 000 : 19 
July 1934 to February 1935 Fires LOR S000 Ever sn 
Percentage change z - 464 : +10.0 
March 1935 5.16 1,153,000 1/ 12 
Percentage change ee 4 + 9el 
Evansville; : ; 
May 1934 to September 1934 : 43,764 ji 9 
_ October 1934 to Merch 1935 : 41,635 : 9.5 
Percentage change : ~ 4,9 eae dee 
Grand Rapids: : ; 
August 1934 and September 1934 4 Levi dee Z 9 
October 1934 to March 1934 : 127,208 ; 10 
Percentage change : 0.0 ‘ +111 
Kalamazoo: : : 
July 1934 to November 1934 : 36,736 ; 10 
December 1934 to February 1935 ; 40,720 ; 8 
Percentage change ; +10.9 ; -20.0 
Merch 1935 : 39,397 : 10 
Percentage change : - Bef 3 +29.0 
Absolute averege percentage : : 
ehenge 2 . : Bed $ L203 


Tables 24 to 28, inclusive, appendix. 


1 Adjusted for seasonal variation. 
Es Represents average of percentugo changes without regard to signs. 
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On the basis of the foregoing, it appears that it would require 
very marked decrease in price in order that any eppreciable seasonal 
increase in the volume of milk produced for use as fluid milk be moved 
into consumption as fluid-milk in the market as a whole. It is rather 
generally recognized thet changes in the prices received by producers 
that »re associated with changes in. retail prices are relatively greater 
than the changes in reteil prices. This is due to the fact that some 
of the more important elements in the gross margin between the price re- 
ceived by producers and the price at which the milk is sold at retail 
(transportetion costs, country station charges and the like) do not 
change with changes in volume; in other words, they are fixed charges 
per unit. This being the case, the seasonal variation in prices 
received by producers would be relatively greater than the seasonal var- 
iation in retail prices, which, as was pointed out before, would have to 
be quite marked in order that my appreciable seasonal increase in the 
production of milk produced for use as fluid milk within the supply area 
be consumed as fluid milk. Over a period of time, the market scasonal 
variation in prices received by producers would tend to be reduced, 
since producers would change the seasonality of their production in order 
to sell a larger volume of milk at the time of year when prices were 
seasonally high, and would reduce their sales during the period when 
prices were seasonally low. However, it would be greatly to the advan- 
tage of some producers to change the scasonality of their production and 
little, if any, to others, depending upon the type of farm organization 
and operation followed by each. Thus, given time for economic forces to 
work out their full effects, the seasonal variation in supplies and 
prices received by producers, and consequently the seasonal variation in 
retail prices, would be much less marked than would appear to be the 
case at first. 


Hs) 


The second Limitation to lowering prices on the basis of the 
seasonal increase in the volume of milk produced for use as fluid milk 
by any dealer is that, in order to hold the new customers later when 
supplies in the market are short, dealers would have to develop new 
sources of supply during the short season in order to have sufficient 
milk to meet ths requirements of their larger business. These new 
sources involve an expense in development (see Part II, Section G) and 
may also have an equal or greater seasonal variation in production the 
following year. Ths alternetive is to raise prices when supplies are 
short and thereb; reduce thé customer's takings or to fail to serve the 
added customer. Either of these latter procedures is sure to lead to 


dissatisfaction. 


Sa 


The foregoing facts and considerations suffice to explain in 
Large part why retail prices of fluid milk tend to remain practically 
constant on 4 seasonal basis: Thus, instead of reteil prices showing 
marked seasonnl variation of such magnitude that the seasonal changes 
in volume of milk produced for use as fluid milk be moved into con- 
sumption "8 fluid milk, retail prices remein practically constant 
sensonally and seasonal chenges in demand are reflected in greater or 
less takings of fluid milk, 25 the case mey be, at the ruling level 
of prices. Such seasonal vyariations in demand are generally quite 
small, end are much Less than the seesonal varietion in the volume Cr 
milk produced for use 4S fluid milk that obtains jn most nilk market 
supply 3%rease (See Table 1’, Appendix. ) 18/ Thus, unless the volume 
of milk produced for use as fluid milk 45 equal to fluid milk require 
ments on 4 seasonel basis, the seasonal increase in the volume of 
milk produced for use es fluid milk is diverted to uses other than 
fluid milk. Stated differently; the seasonal sincrease in the volume 
of milk produced for use 2s fluid milk becomes &@ scasonal excess over 
fluid milk requirements. In the next part of the analysis of the 
price structure for milk withinsS milk shed, on explanation of the 
development of class prices, or the classified price plan of payment 
for milk by distributors, will be set forthe 


1p/ see also Ross, H. A+, reo dexeaving of wii tu She, GREER Dairy 
District, Til. Aer. Exp. Ste. Bull. Noe 269; and Ross, He Ass 
Some Factors Affecting the Demand for Milk and Cream in the 
Metropolitan area of New York, U. S- Dept. of Agr. Tech. Bull. 
NO. To 


—— 
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The Price Structure for Milk within a IM1k Shed-- 
The Levelopment of Class Prices. 


The analysis of the price structure for milk within a milk shed 
Will now be focussed upon the manner in which class prices or, stated 
more precisely, the classified price plan of “Sell tiem lk (to distri pu. 
tors, develops in a milk market. At this point 2b Qshimportant to sex 
forth as clearly as is possible in a short paper ,the difference between 
the classified price plan and the rating plan.t?/ The classified price 
plan is a method of selling milk to distributors, while the rating plan 
is a method of prorating to producers the proceeds of sales to distrib- 
utors. The classified price plan does net necessarily need to te 
complemented by the cperation of a rating plan, end classified price 
plans are often used where no rating plan is *incoperaticne +/Onethesother 
hand, the rating plan under certain forms of administration becomes in 
: effect a classified price plan and a plan for prorating to producers the 
proceeds of sales to distributors. For example, in some markets, pro- 
| ducers associations bargain for "base and "surplus" prices; ‘hases" are 
established for individual producers for which "base milk producers re- 
ceive "basic" prices. Producers are shifted among distributors in such 
fashion that the total bases of producers delivering milk to any. particu- 
lar distributor are approximately equal to’ such distributor! s.sales of fluid 
milk. However, pricing milk to distributors in accordance with a classi- 
fied price plan is usually more precise than that just noted, with a more 
strict accounting and pricing of milk according to use, and is not neces- 
sarily operated in conjunction with a base-rating plan. 


For the purposes of this paper, the classified orice plan is de- 
fined as a method of selling and pricing milk to distributors in accord- 
ance with the use made thereof, while the base-rating plan is defined as 
a method of prorating to producers the proceeds of sales to distributors. 


It has already been demonstrated (see Part II) that, assuming 
little seasonal variation in the demand for milk, certain supply character- 
istics operate so that, given differences in individual producers! 
seasonal output curves, and providing that economic forces have time to 
work out their full effects, producers who produce a relatively constant 

e volume of milk throughout the year will receive higher prices, other 
factors accounted for, than producers who produce a relatively more 

@ variable volume of milk throughout the year. Furthermore, the producers 
who produce a relatively constant volume of milk throughout the year will 

| tend to become associated with highly specialized fluid milk distribu- 
tors (highly specialized in the sense thet the operating unit is engaged 
almost entirely in the distribution of fluid milk, while those who pro- 
duce a relatively more variable quantity throughout the year will tend to 


19/7 Often called base-surplus, base-rating, and the like. 
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hecome associated with distributors who are less highly specialized (in 
the sense noted above). The assumption that there is little seasonal 
variation in the demand for milk was then examined, (Part III) and it 
was found that certain factors operate so that there is marked seasonal 
uniformity in retail fluid milk prices, and seasonal changes in demand, 
which are very small in most cases, are reflected in slight seasonal 
changes in the quantities of fluid milk consumed at practically constant 
prices, rather than seasonal changes in the quantities of milk consumed 
that are associated with seasonal changes in retail fluid milk prices. 
It is in the analysis of the seasonal behavior of retail fluid milk 
prices, and the effects such b ehavior would tend to have upon the prices 
received by producers, that the reasons for the development of the 
seasonal excess were ascertained. 


Onee the development of the seasonal excess has been demonstrated, 
the basis for the effort on the part of specializcd fluid milk distribu- 
tors to secure a uniform volume of milk throughout the year becomes ap- 
parent. Under these circumstances, the argument that specialized fluid 
milk distributors tend to secure milk to mect the needs of their fluid 
milk trade, which are practically constant seasonally, from producers 
who produce a relatively uniform volume of milk throughout the year, such 
producers receiving higher prices, other factors accounted for, than 
producers who produce a relatively more variable volume of milk throughout 
the year and, consequently, tend to pecome associated with less highly 
specialized distributors, applies with especial forcsé. 


It should be noted that it is not contended that distributors 
select producers who produce a relatively uniform volume of milk through- 
out the year at random throughout the milk shed. It is rather well 
recognized that, generally speaking, producers within a particular type 
of farming area have markedly similar seasonal output curvese Thus, & 
distributor who wishes to secure 4 uniform supply of milk throughout 
the year can usually operate in an area or areas where 4 fairly large 
supply of such milk is evailable. 


The situation treated above with respect to the procurement of 
milk by distributors is strikingly similer to the situation thet ob- 
tains when distributors purchase their milk in accordance with the pro- 
visions of a formal classified price plan. In the former situetion, 
there is a elose approximation to the purchase of milk on & clessificd 
price basis, considering the market us 4 vhols, due to the fact that 
those distribution units which cre highly specialized, i.o., Which 
distribute by fer the larger portion of the milk they secure 415 fluid 

milk, tend to pey higher priees for milk then distribution units 
hich sre less highly specislized, i.6., Which utilize relatively 
more of the milk they secure as menufacturing milk. The difference 
between this method of purchesing milk end ¢ formel classified price 
method of purchasing is merely one of the degree snd precision with 
which milk is classified in eccordunce With the use made thereof. 


Producers! cooperative associations have recognized the principles 
noted above in bargaining with distributors and have developed the system 
eo of formal class prices whereby milk is priced by cooperatives to distrib- 
utors in accordance with the form in which milx is sold by distributors. 
Thus; a formal system of class prices, intended to secure the seme result, 
is substituted for the rather informal system of cless prices discussed 
above. The distributor with the larger use of milk in fluid sales pays a 
higher average price than the one with a considerable utilizsetion in man- 
ufactured products. The system of formal class prices has the advantage 
for the producers' cooperative association of simplifying the bargaining 
arrangements, since it automatically establishes the basis of payment fer 
the different dealers once the general terms for the market are determined. 
without class prices, individual bargains would be necessary with each 
dealer in order to insure producers the full value of their particular 
milk, and the association would be exposed to the criticism of over- 9r 
under-pricing the milk of particular producers and over- or undercharging 
particular distributors. Class prices dispose of this necessity for indi- 
vidual bargains ani result in payments corresponding to the prices which 

’ would heve been errived at under proper individual bargaining. 


In addition to the seasonal factors treated above which lead to the 
development of. a’classified price plan of selling: milk to distributors, 
there are certain types of organization of supply that would lead to the 
development of » iormsl class price system, even though the volume of milk 
produced throughout the year end the volume of milk consumed in the market 
throughout the year viere precisely correlated, except for daily variations 
in demand and supply. In such eases, the reason for the development of a 
Classified price plan is to be found in the fect that there. must be brought 
to market a volume of inilk in excess of daily average sales, such excess 
volume being needed to aeet daily variations in sales. 


It is rather well recognized that there are significant variations 
in the amount of milk sold from day to day in a fluid milk market, such var- 
iations being attributable to such factors as (1) consumption and working 
habits of the people hich tend to show a regular day of the week veria- 
tion, (2) holidays, and (3) changes in temperature. 


Cons ruption and .orking habits of the people are such as to cause a 

rather regular dey of the week varietion in the sales of various products. 
Most business concerns, for exam le, do not operate on Sunday and many also 
close operations on Seturday afternoons. The Sunday dinner is frequently 
a heavier and more elaborate meal than that served on week days. These 
factors affect tholesale and retail ssles of the various products differ- 
ently. ‘“holesale sales of milk and cream are ordinarily low on Sunday, 

@ vith sales to restaurants and cafeterias also low on Saturday. Sales cf 
cream to stores are usually large on Seturday, Priday and tfonday. Route 
sales nf milk and cream are heavier on Sunday. 
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@xamples of the variation in the average sales on various days of 
the week for several markets are given in tebles 6 to 10, inclusive. In 
general, the greatest variation is found in cream sales, the range for 
the New York market for all cream being from 84.7 percent of the everage Ke 
daily sales for the week on Sundey to 2er.0 percent on Saturday. For 
all milk in the same market the range Was from 90.2 percent of the oF" 
age daily sales for the week on Sunday to 102.8 percent on Friday. 
@xamination of the tables indicates a greater veriation in wholesale | 
sales of fluid milk than of the retail sales, but in the case of cream 
the reverse may be the case. These variations differ in the various 
sections of a large city depending largely upon the economic status of 
the consumeys and the number of persons who Lunch away from home during 
ne day. — Since dealers have varying proportions of retail anda whole- 
sale business and serve different sections of the population, they are un- 
Likely to have variations in sales corresponding to those in the market as 
a whole. Some dealers will have larger variations in sales and others 
smaller variations. The difference in the character of the business of 
dealers and the consequent differences of sales by day of the week, even ( 
for the same type of products; are shown in tables ll to 14, inclusive. 
These tables show the vyatiation in the sales of Milwaukee, Wisconsin, 
dealers auring the meek of April 22 to 28, 1954. The daily sales of each 
dealer have been shown as a percentage of his own average daily sales for 
the week. ‘This varietion in sales among dealers means that the excess 
milk above the average daily seles of the market is higher than would be 
the case if dealers had available some method of integrating their indi- 
vidual fluctuations in gales with other dealers having different fluctua- 
tions, through a shifting of milk between them. 
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20/ Ross, H. A-, Some Factors Affecting the Demand for Milk and Cream in 
the Metropolitan Area of ve. York, United States Department of Agri; 
culture - Technical Bulletin 73, 1928. ; 


gif Ibid, p. 32. | & 
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Table 8. Daily fluctuation in retail, wholesale and (a 
total sales of fluid milk and cream in . 
Reeding, Pennsylvania. 
: E 
Percentage of average daily sales for the week 
Type of sale . ; nt ee ne ee ie cae 
" sunday | Monday * Tuesday ‘ednesday Thursday. Friday (Saturday 
—-—-sercaii porceit Persont + Hesgent » Pépgont Pereents Percent 
Milk: ; ; : : : : : 
Retail 707,400 a wore 4 98..6p,° ¢ 98.54 : 99.01; 99.18 : 101.97 
wholesale : 61.36: 106:27 ; 102-46 ; 102.86 : 104.50 : 115.20 ; 107.95 
Total « 91,900) 98.95 Oo02 +s LOO, 00 © 100.86 : 104.60 : 1OSe6 2 
Cream; oh, i ; ; ‘ : ; 
Retail - 138,07 ; 87,18 ; 99-62 : * Seg ames HBT BIN 1 BO Bee 107 0% 
Wholesale :; 77.21 : 102635 5: Vaeas 1 Vii ba: SOS. Oe 95.83 ; 111.67 
Total “TENSa OL sn PSeLs : oB32 2 1Oe.oa0% 94.40. + 89.87 ; 108-58 
Compiled fro Mistribution and Consumption of ilk in Reading, Pennsylvania," 
ry T. kK. Cosiden, Pennsylvania Agricultural Experimental 
Station, Technical Kulletin 614, November 8, 1933. 
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Holidays also exert a considerable influence upon milk and cream 
sales, since these are occasions for special activities. On certain of 
these days, notably during the summer, there is a considerable movement & 
of people out of the city, while other holidays are feast days. In 
general, milk consumption appears to be somewhat decreased on holidays 
except for increases at Thanksgiving and Christmas. Sales of extra 
heavy cream at Christmas and Thanksgiving increase by over eighty per- 
cent. Data for the New York market are given in Table 15. 


Temperature is also an important factor in short-time variations 
in the demand for milk. In general, an increase in temperature is 
associated with an increase in demand, and a decrease in temperature is 
associated with a decrease in demand. In the New York market it was 
found that temperature changes in winter are more marked than in summer 
but that a change of a given number of degrees produced about three e2/ 
times as great a change in sumer as a similar change in the winter. 


On the basis of the foregoing, it appears that a considerable 
volume of milk in excess of average daily sales must be brought to mar- 
ket in order to have a supply sufficient to cover daily variations in 
the demand for milk. Few datr sre available relative to the necessary 
size of this daily excess, hereinafter termed the operating reserve, but 
it appears to range from ten to twenty percent of average daily sales at 
least, and perhaps higher in some markets. 


If the producers in the market so organize their service of supply 
to the distributors so as to remove from them entirely or even partly the 
necessity of carrying this "operating reserve", producers can secure a 
higher price for the delivered milk since the distributor has always 
available all the milk he needs for his fluid milk trede and is also 
relieved of the necessity of procuring his milk from a large number of 
individual producers and is under no necessity of taking milk, a portion 
of which must be disposed of in channels other than fluid milk. This is 
one of the services which operating producers! cooperative associations 
commonly provide distributors purchasing from them. They are thus able 
to sell distributors milk at a higher price than they sra able to secure 
when distributors are not so serviced. here would thus arise what te 
amounts to a class price for milk, distributors prying a certain price 
for the milk called for from the association and used for fluid purposes, 
with the association utilizing the remaining milk in the most profitable 
possible manner but intuses yielding somewhat lower returns than the 
fluid sales. The difference between the prices charged distributors for 

¥ 


22/ Ross, H. ‘; Some Pastors Affecting tha Demand for Milk and Cream in 
the Metropolitan Area of New York, United States Department of FF 
Agriculture Technical Bulletin No. 73, pp. 39-44, % 
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milk thet is sold by them as fluid milk end the price the association 
receives for milk in.other uses is, ‘other factors being the same, the 
premium distributors are willing to pay for milk when such milk is 
furnished them in-conformonee with their deily needs. 


Although there may be other factors that, in a particular mar- 
ket, also contribute to the development of a system of ‘class prices, 
the foregoing treatment suffices to explain the more important 
considerations obtaining that, taken as a whole, lead to the develop- 
ment of class prices in most important milk markets. 
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APPENDIX 
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Shear 


Table 17. Index numbers of seusonal veriation in fluid 
milk seles by distributors purchasing from 
cooper:tive associations. 
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Index numbers were calculated by the median-link-relative method from 
data of fluid milk seles, omitting those months in which price changes 
occurred. For basic data used in computing the index for Baltimore 
see tables 17 and 18; for Boston, see tables 19 and 20; and for Twin 
Cities, sec tables 21 and BS ¢ 
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Table 22, Sales and rotail. prices of fluid milk in tHe C 
Boston Sales Arcae 


ae eee 


——VEstimated: Retail ; Retail: Class [ 
Class I :Milk reported:Estimated: average :delivered: store :price per 
Near’ : sdélies <Ae percént of: totel : daily : price) - price owes. 


and: of : estimated’ : Class I: Class I: per : per :3.7% milk 
moth =o: milk ; total sales : sales «= sales _: quart: quart :f.o.b, City 
; 000 lbs.: Percent ; 000 lbs.: 000 lbs.: Cents ; Cents : Dollars 

1934 : : : . : ' 
April NA GAG 89.5 Piao USO. b40 aed : 10 3 | BBD 
May : 44,599; Cero s ase Onli 1.GLG wee : LO oes” Tee 
June ie iho. boe 89.5 cea Sore legs. gle O20. 9 au we tae be LO 2.90 
July a 4oy7' 89.5 sen Gale YBa eg ee > 10 : 28.95 
August im 84, UBS 90.0 ‘de BONlOEL} Wy, COS) atereal - te ee 299 
September : 42,847 : 90.0 4) AVRBOGL: 1.587) aie > dO Ghee 
October. ; 44,729 : 90.0 : AOE 699: BOS (ames 2 LL Bye cieees 
November :; 43,482 : S865. gp ute BORLBS hi le CSS ce lee) 
December : 48,698 : 88.0 se 4G,0c0'2 5 b6ae ee ee pL 
DES ew) : : : 

Jenuamy 92) 43.207" ’: BB .0 : 49,099 1,584 12 ‘Te 3.26 
February : 38,231 : 87.0 , 4B,944 2 «2669 - eee ~ Bye 
March OF AON ea. 86.0 te AG SOBs Mh SOY yrs eat. 3.49 
Peet as) 40,299": BB .O : 46,655 L655, seaa ts hats 3.49 
Moe Labo. : : ‘ : = 

September : i : id oo, OS ae 

October to: ; : : : 

February ; ; a ele, BOR : 12 : 

% change ; : : : Gey Sea ae : 
Mareh and : : : > 

April : ; : tag PR os io 
% change : a § L. BL eke 2 Bee : 
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A Nt ce A ae EE ARs i A ee Sp tenon tae nee ee pastiten : bs le @ 
a oe _ ——- ee _— _ ee ti te | 
— — oe ; _ <n ae Lance menial 


Sales and Class I price compiled from reports of Market Administrator. c 


Retail prices compiled from reports of U. &. Department ef Agriculture Market Ners 
Service. 


Year 
and 
month 


1934 
April 
May 
June 
July 
August 


September 


October 
November 
December 


1935 
January 
February 
March 


April to 
June 


suLy to 


February : 


% change 


March 
% change 


——— 


Sales and Class I price: 
Retail prices: 


~—MObeass I 


sales 
(out 
milk 


: 000 it cay: 


35,448 


37,853 : 


35,957 


35,496 : 


34,344 
33,731 
34,776 
33,419 
33,671 


34,804 
31,948 


35,868 


: Milk 
;reported :Estimated: mis ttetedt: 
:as percent: 
:or esti+ 
> mated 

) tote» sales: Ss? a 
: “; 000 1 ) Los. 


Table 206 


‘Percent 


90 
98 
a0 
98 
- 98 
Oo 
98 
98 ¢ 
wecis: 


95 
98 
ie 


Sag eal 


Sales and retail prices of fluid 
milk in the Detroit Sales Area. 


total 
Class I 
sales 


39, 
28, 
36, 
36, 
35, 
34, 
35, 
34, 
34, 


36, 
32, 
36, 


Market News Service. 


i See test for index used. 


387 


320 
220 


O45 72 
Ane 


486 
LOL 


636 


600 : 
600°; 


620.“ 


EyaS) 9 


average 
daily 

Class I 
‘sales ria 


000 lbs.: 


-Class ] 


: ~Deily : : 
sales : Retail : Retail: price 
sadjusted:delivered: store :per cwt 
:for sea@: price : price ;of 5.5; 
nation per per < mile 
:riatior quart quart :f.0.b.G 
9S.: 000 lbs. Cents Cents:Dollar: 
ees 10 10 2.02 
diver) 3 10 10 Bs0e 
2 (eran 10 10 Eee 
phe Be Le foal Beno 
Ly aka Poe 2.20 
LES wich LE aya) 
1 Tee we dee aa Bean 
MeL: Jake Ik re Si 
Lele Aik ad Dome 
Rao ‘iy Le ira, 
1,146 : rue ode 2.40 
quan 12 2 2.48 
dene Wo 10 
ey ial 
-4.4 SALiOn © 
ae Loo 53 
-l.2 49.1 


Compiled from reports of Market Administrator. 
Compiled from reports of the United States Department of Agriculture 
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Table 26. Sales end retail prices of fluid milk 
in the Evansville Sales Area. 


-——_—_—_—_————- 


; ,:Milk re-: :Estimated :Retail:Retail:Class I 
:Class I :ported as :Estimated saverege :deliv-:store :price per 


a 


Year :Sales of:percent of:total :daily sered price :pound 
and :butter- :estimated :Class I :Class I rico. “per :butterfat 
month :fat :total :sales of :sales of :per “quart -«f.oee 


*Salegat :butterfat :milk ‘guart ; “CLEY 
oe a ee eguivalent: je te 
: Pounds; Percent : Pounds : Pounds : Cents: Cents: Cents 
1934 a Seas Cai eae aoe) 3) ecm ¢ 1 


March ae Oy Oey: Cleme, poles: Sl GOS a niuen eeaan | 5. 48 
Poni 4. 47 sag ZO te tapesaes «eae eee: Ore 48 
May : 46,979 ; Oe” i BOROOD ys “AR VEAOe = Oot : 48 
June PisOpelO 45) 85 6: 54,865 3° 47 669 9 8-9 48 
July . tA? SP Eie Boy POMEL Teas BOS an. Ae 8-9 48 
August 245,008. : Ce 4), yoe,ooo aides) aS 8-9 48 
September ; 40,557 ; Bo.G 2! anya: AC hod § Coe sang ce 48 

October =: 42,407 . Bi 63 AB 744: Ad 404 9.5 ; 9-10 48 
November :-41,153 - Bo 8 AG 2S9 Os OG) ak) BGen Ose Ble 

December : 41,184. 88 : 46,5600 toro ay26 2) 285.» Goa 00 

1935 : : : . 

-January ; 43,351 . wie 3. AB TGS 840, B90" 6) 6o 5.) Gene. 55 
February :; 40,059 ; 88 AD, One 2 aes |i Osburn: Bs 
March 545,090 : BY) 5 50,668 =: AA Ga = eet a, . 53 

May to Sept.: : : Typo gnee 63) 2G 

Oct. to Mar.: : ; i ete OOO oe Eas 

Percent : A : : : ; 
change : ; : : —i.9 34+ 5.6: : 


oo . 
— re ene ee meee. 


NOTE: Percentegs chang«s from March sales and orices were not calculated since 
Sales during that month appear to have been unduly high. 


Sales and Class I prices: Compiled from reports of Market Administrator. 
Retail prices; Compiled from reports of the United States Department of 
Agriculture Market News Service, 
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Table 28. Seles end reteil prices of fluid milk 
in the Kelemezoo Seles Area 


:Class. 1. :Milk.re- :Estimated -Estima: Retail :Class ae 


:Sales of :ported es:total . :ted av:deliv- :price per 
Year Mi be spercents Class 1° -erageteren 9) awe Ge 
and : :Of estima: Seles :deily :and 6 Ola Mi Le 
mone ee sted total: ' ¥Cléess.:Btére -f.0.b_ 
: {Clase lo as cae :prices ay 
:Sales| : : Ppales F per er gt. 
: Pounds :Percent “1 Pounds :Pounds:Cents : Dollars 
1934" 
July 2 lL Sgo6s O54: 98 21,461,259 :40,686: 10 i Lee 
August : 1,053,642: 98 pi O 145 <4 682. 810 i et: 
Sept. 63 1,048.35. 93 71,064,047 :35,488: 10 Y isec 
October: 1,078,968: ..98 . “1; LOO S987" SO 75TG= 20 t > LSS6 
November 1,062,866: 95 ills ,G06 +37. 204- 10 ae se 
December 1,145,373: 95 51,205,656 538,892 8 >” Leo 
1935 
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Sales and Class I Prices compiled from reports of Merket Administrator. 
Retail prices compiled from reports of U. &. Depertment of Agricul- 
ture Market News Service, 
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Sales and retail prices of fluid 
milk in the St. Louis Sales area. 
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Year :Class I :Milk re- ‘Estimated: Estimated:Index :Retail :Class I 
and :sales sported as :total ;average :of av-:deliver-:price 
month :Of milk ‘percent of <Class 1 :daily ;erage :ed price :per cwt. 
: :estimated :sales :Class I :daily sper "Of Gee 
: :total Class: :sales -Class :quart smilk 
: >I sales ; ; my ; rile ee 
: : : : :Sales : scity 
: 000 Lbs.: Percent ~: 000 Lbs.: 000 Lbs.: Per- ; Cents :Dollars 
: * ; 7 > cent : : 
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October $ 16,925 99.95 oF 7 OOS. ee 549 : 99 a 3; Benn 
November SEO Outer 97.9 TL Oy Leone 054 OF. s BID S| itouiees 
December wut On LO Omer: 99.8 SLRs See 510 : SCE Birt 2 eee 
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Sales and Class I prices: Compiled from Reports of Market administrator. 


Retail prices: Compiled from reports of the United States Department of 


Agriculture Market News Service. 


